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PREVENTION OF DouBLE TAXATION 
Agreement Between United Kingdom and Australia 


The following is a copy of the statement presented to the House of 
Representatives by the Commonwealth Treasurer explaining in broad out- 
line the terms of the agreement proposed to be made between the United 
Kingdom and Australia for the purpose of avoiding double taxation of 
income : 

“I desire to inform the House that finality has now been reached in the 
detailed negotiations for the relief of double taxation between the United 
Kingdom and Australia, which have been taking place in London with the 
Board of Inland Revenue. The agreement will in due course be signed in 
London by the Australian Resident Minister (Mr. J. A. Beasley) and 
the British Chancellor of the Exchequer (Dr. Dalton) and will then be 
published. 

2. The agreement will apply in respect of ordinary income tax, super 
tax, undistributed profits tax, social services contribution, and wartime 

(company) tax in Australia, and income tax, sur-tax, excess profits tax 
and national defence contribution in the United Kingdom. With the excep- 
tion of profits from shipping and air transport, dividends, literary and 
industrial royalties, pensions and purchased annuities and certain agencies, 
priority of tax will be given to the country of the origin of the income. 
If the country of the taxpayer’s residence also taxes the income, it will 
give a credit against its own tax of the tax paid to the country of origin. 
The present arrangement, under which the relief from double taxation 
suffered by United Kingdom residents on their Australian income is borne 
partly by Australia and partly by the United Kingdom, will be discontinued. 
In future the United Kingdom will provide the full relief to its residents 
by giving them a tax credit of the Australian tax against the United 
Kingdom tax on that income. Except in relation to dividends from United 
Kingdom companies, Australia does not tax its residents on income derived 
from sources in the United Kingdom which is taxed in that country, so 
Australian residents do not suffer double taxation on their United Kingdom 
income. 
_ 3. One of the biggest obstacles which has hindered the British indus- 
trialist from extending his enterprise to Australia or from expanding his 
business already established in this country is the heavy weight of the 
combined United Kingdom and Australian taxation on the profits, and on 
dividends paid out of those profits, where the Australian business is carried 
on through the medium of a separate subsidiary company. 
» +4. In order to reduce the incidence of the combined taxes in these cases, 
Australia will exempt from its tax dividends paid by an Australian sub- 
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sidiary to its United Kingdom parent where the parent company owns all 
the shares less directors’ qualifying shares) of the subsidiary company, 
The United Kingdom enterprise which carries on its business in Australia 
through a wholly-owned separate subsidiary company will thus be placed 
in the same position for taxation purposes as the enterprise which carries 
on its business through a branch. Australia will get its full tax on the 
profits of the subsidiary company just as it will in the case of the branch, 
but will not charge tax on the dividends received by the parent company. 

5. In the case of other dividends paid by Australian companies to 
United Kingdom shareholders who are subject to United Kingdom tax, 
Australia will reduce the tax payable on the dividends by one half, if the 
shareholder is not engaged in trade or business through a permanent 
establishment in Australia. 

6. Dividends paid by United Kingdom companies to United Kingdom 
shareholders will be exempt from Australian tax. 

7. The United Kingdom will exempt from its sur-tax, dividends paid by 
United Kingdom companies to Australian shareholders not engaged in 
trade or business through a permanent establishment in the United King- 
dom. 

8. United Kingdom companies which are private companies under the 
Australian law, whether carrying on business in Australia through a 
separate subsidiary’ company or branch, will continue as heretofore to pay 
private company tax at full rates on their undistributed income regardless 
of the exemptions and the 50% reduction in tax allowed in respect of the 
dividends paid to United Kingdom shareholders. United Kingdom public 
companies, whether carrying on business in Australia through a separate 
subsidiary or branch, will also pay the undistributed profts tax on their 
undistributed profits at the rate of tax charged on those profits. 

9. With regard to dividends from United Kingdom companies, Austra- 
lian shareholders at the present time are taxed on the net amount of the 
dividend remaining after deduction of the United Kingdom tax. If these 
shareholders elect to include in their assessable income the United Kingdom 
tax appropriate to their dividends (calculated where necessary at the net 
United Kingdom rate payable by the company) they will be allowed a 
credit of the United Kingdom tax from the Australian tax payable in 
respect of the dividend. 

10. With regard to dividends received by United Kingdom shareholders 
from Australian companies, United Kingdom will give a credit in respect 
of the Australian tax. In the case of ordinary and participating preference 
shares this credit will take into account, in addition to any tax payable in 
respect of the dividends, the taxes (other than wartime (company) tax) 
payable by the company on profits out of which the dividend is paid. 

11. Trading profits (other than shipping and air transport) will remain 
on the origin basis and each country will tax the profits derived through 
a permanent establishment in its territory by an enterprise of the other 
country. Thus in the case of a United Kingdom concern with a per- 
manent establishment in Australia, Australia will tax the profits and the 
United Kingdom will give full credit for the Australian tax against the 
United Kingdom tax on the profits. Australia will continue to tax profits 
from film business controlled abroad and from insurance with non-residents 
in accordance with its present law, and the United Kingdom will allow 
credit for the Australian tax. 

12. A permanent establishment will be defined as a branch or other 
fixed place of business and will include a management, factory, mine or 
agricultural or pastoral property. An enterprise of one country carrying 
on business in the other country through an agent will not be regarded as 
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having a permanent establishment in the other country unless the agent 
has and habitually exercises authority to conclude contracts on behalf of 
the enterprise otherwise than at prices fixed by the enterprise or unless 
the agent regularly fills orders on behalf of the enterprise from a stock of 
goods or merchandise in the other country. An enterprise will not, how- 
ever, be regarded as having a permanent establishment in the other country 
merely because it carries on business dealings in the other country through 
a bona fide commission agent or broker acting in the ordinary course of his 
business and receiving commission at the customary rate for the class of 
business. 

13. With regard to shipping and air transport profits, Australia will 
exempt profits derived by a resident of the United Kingdom from ships 
whose port of registry is in the United Kingdom or from aircraft registered 
in that country. A reciprocal exemption will be given by the United King- 
dom in respect of shipping and air transport profits derived by a resident 
of Australia. . 

14. Literary and industrial royalffes (other than mining royalties), 
pensions (governmental and private) and purchased annuities will be taxed 
on a residence basis, that is, the country of the origin of the income will 
exempt and the country of residence of the recipient of the income will tax. 

15.. Governmental remuneration will be taxed by the employing govern- 
ment and exempted in the country where the officer is employed, except 
where the officer is ordinarily a resident of the country in which he is 
employed, or is not in that country solely for the purpose of rendering 
services to the employing government. 

16. The agreement will also contain provisions relating to the remunera- 
tion of businessmen, professors and teachers of one of the countries visiting 
the other country. ' 

17. Provision will also be made for the exchange of information between 
the Australian and United Kingdom taxation authorities. 

18. The agreement will run for 10 years certain and thereafter will 
continue indefinitely unless terminated by either party. 

19. The agreement will operate in respect of the current tax year and 
will thus apply in Australia, in respect of companies, to income derived 
during the year ended 30th June, 1946, and in respect of individuals (these 
being on pay-as-you-earn) to income derived during the year ended 30th 
June, 1947. In the United Kingdom it will operate in respect of the year 
of assessment 1946/47 in the case of the income tax, the year 1945/46 in 
the case of sur-tax, and as from Ist April, 1946, in the case of excess 
profits tax and national defence contribution. 

20. In entering into this agreement the Australian Government has been 
guided by the hope that it will stimulate the flow of United Kingdom capital 
to Australia and so bind closer than ever the ties existing within the British 
Commonwealth. 

21. In place of the present system of granting reliefs, which have fre- 
quently been inadequate, the agreement will implement a greatly simplified 
system which wili provide all the necessary relief from double taxation. 
The Government confidently anticipates that the increase in the flow of 
capital to Australia will lead to a consequential development of Australian 
secondary industries and substantially increase both the field of employ- 
ment and the national income.” 


RESIDENT OF NORTHERN TERRITORY 
Section 23 (m) of the Commonwealth Income Tax Assessment Act 
exempts income derived from primary production, mining or fisheries in 
the Northern Territory of Australia by a resident of that Territory. The 
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taxpayer company was incorporated in the Northern Territory, where it 
owned an extensive cattle station—‘Alexandria.” Its income consisted of 
profits of the station and dividends from two Queensland pastoral com- 
panies. The registered office was at “Alexandria,” but the company had 
a branch office in Brisbane. For the first two of the four relevant years, 
the meetings of directors and shareholders (all of whom resided outside the 
Territory) were held at the Brisbane branch office, and there the secretary 
kept the common seal and the share register. Thereafter, the meetings of 
directors and shareholders were called at the registered office at “Alex- 
andria,” and a new secretary was appointed, who resided there, and the 
seal and register were transferred thither in his custody. The new secretary 
had been, and continued to be, public officer and station accountant. At all 
times complete accounts of the company were kept at “Alexandria,” with 
a duplicate set in Brisbane. For most of the relevant time, F., who lived 
in Brisbane, was managing director, and B. was manager of the station. 
Towards the close of the period, B. was appointed managing director, and 
F. became chairman. The more important questions concerning the man- 
agement of the station rested primarily with the manager, but visits were 
made by some of the directors to “Alexandria,” and decisions of policy were 
there arrived at in conjunction with him. Held that the company through- 
out the four relevant years was a resident of the Northern Territory, and 
its income from the station, “Alexandria,” was exempt under s. 23 (m). 
(The North Australian Pastoral Co. Ltd. v. F.C. of T. (1946) 3 A.I.T.R. 
(not yet reported ).) 


CoMPENSATION REcrivED FOR Loss oF EARNINGS DUE TO ACCIDEN1 
In Jordan v. Limmer and Trinidad Lake Asphalt Co. Lid. and another 
[1946] 1 All E.R. 527, the English High Court held that, in assessing the 


amount of special damage to be awarded for loss of earnings due to absence 
from employment as a result of personal injuries by accident, no deduction 
should be made in respect of income tax to which the plaintiff would have 
been liable if he had been able to continue in employment. The editorial 
note to the case points out that such a sum is not “income” assessable to 
income tax, and an employer is not entitled to have the damages reduced 
because, if the sum had been paid as earnings, it would have been sub- 
sequently reduced by being charged to tax. 

On the other hand, in Atkinson v. Port Line Ltd. (1946) (N.S.W 
Sup. Ct., not yet reported), Owen, J., refused to follow the above decision 
and ruled that a jury, in assessing loss of earnings, must calculate from 
net wages after tax has been taken out and not from gross wages before tax 


UNDERSTATING OF INCOME 
Meaning of “Knowingly and Wilfully” 

Section 230 (1) provides as follows: 

“Any person who, or any company on whose behalf the public officer, 
or a director, servant or agent of the company, in any return knowingly 
and wilfully understates the amount of any income or makes any misstate- 
ments affecting the liability of any person to tax or the amount of tax shall 
be guilty of an offence. 

“Penalty : Not less than Twenty-five pounds, or more than Five Hundred 
pounds, and, in addition, the court may order the person to pay to the 
Commissioner a sum not exceeding double the amount of tax that would 
have been avoided if the statement in the return had been accepted as 
correct.” 

A person is not guilty of an offence against s. 230 unless he knows that 
he is committing, and intends to commit, a breach of his duty, or is 
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recklessly careless in the sense of not caring whether his act or omission 
is or is not a breach of duty (Jackson v. Butterworth (1945) 3 A.I.T.R. 
(not yet reported)). “I respectfully agree with Romer, J. (as he then 
was) in In re City Equitable Fire Insurance Co. [1925] Ch. 407, at p. 434, 
in thinking that when such a word as ‘wilful’ or ‘wilfully’ or ‘knowingly’ is 
used in a legal instrument, the difficulty is occasioned not by any obscurity 
in the adjective or adverb itself but by its relation to its noun or verb. 
What is it that must be proved to have been known? What is that to 
which the will must be proved to have been directed? Little difficulty 
commonly arises where what the adverb modifies is a mere factual concept. 
Such cases as Horton v. Gwynne [1921] 2 K.B. 661 show that even in 
these cases nice questions may arise. But greater difficulties are likely to 
arise where what the adverb modifies contains both a legal element and a 
factual element. The words ‘knowingly and wilfully’ are strong words. 
There is much to be said for the view that the state of mind denoted by 
the two adverbs does not exist unless the person in question knew or réally 
believed that a particular receipt was within the legal concept of income 
and decided to omit it from his return. Such a view would not mean that 
every defendant would be successful in a taxation prosecution under section 
230. But I think it is too strict a view. I think it departs too far from 
such realities as the legislature must be assumed to have had in mind. In 
In re City Equitable Fire Insurance Co. [1925] Ch. 407, Romer, J., had 
one adjective, and not two adverbs, to consider, and the question before 
him arose in a very different class of case from this. But, on the whole, I 
think that the view which he took of his one adjective is the view which I 
ought to take of my two adverbs. Applying his words, [1925] Ch. 407, 
at p. 434, to this case, I think that a defendant is not guilty of an offence 
under section 230 ‘unless he knows that he is committing, and intends to 
commit, a breach of his duty, or is recklessly careless in the sense of not 
caring whether his act or omission is or is not a breach of duty.’ This 
view is substantially, I think, in accord with that expressed by Lord Alver- 
stone, C.J., in Forder v. Great Western Railway [1905] 2 K.B. 532, at 
pp. 535-6. It follows from this view that no offence is committed under 
section 230 if the defendant is merely inadvertent or if he entertains an 
honest belief that the amount which he is omitting is not income. There 
must, in my opinion, be either knowledge or belief that what is omitted is 
income or an advertence to the probability or possibility that it is income 
and a recklessness in the sense of not caring whether it is income or not. 
A taxpayer who took the advice of Pooh Bah in his capacity of solicitor 
and ‘chanced it’ would be caught by the section, but one who was merely 
forgetful or inadvertent would not,” per Fullagar, J. 


CALCULATION OF DivIDEND REBATE 

In calculating the rebate under s. 46 (1) in respect of dividends included 
in the taxpayer company’s taxable income, the Commissioner deducted £53, 
being 1 per cent. of the gross dividends, as being a reasonable proportion 
of the company’s operating expenses. All that was involved in connection 
with the dividends was to receive cheques, endorse them and pay them in 
to the company’s bank account. The Commissioner contended that a 
reasonable estimate of the proportion of the deductions allowed as the 
operating expenses of the company ought to be attributed to the dividends, 
and that it was unnecessary that there should be any specific connection 
between the dividends and the expenses. Held that the rebateable amount 
should be calculated by deducting from the dividends received only those 
sums, if any, which had been allowed by way of specific deductions from 
dividends in ascertaining the taxable income; that neither the £53 nor any 





396 THE AUSTRALIAN ACCOUNTANT OCT. 


other amount had been so allowed ; consequently the principle, upon which 
the deduction of £53 was ascertained and made pursuant to s. 46 (3) in 
arriving at the rebate under s.46 (1), was erroneous; and that, in any 
event, the said sum was excessive. (The North Australian Pastoral Co, 


Ltd. v. F.C. of T. (1946) 3 A.I.T.R. (not yet reported ).) 


CHANGE OF OWNERSHIP OF SHARES IN PRIVATE COMPANY 
Deduction of Losses of Previous Years 

A member asks: A private company (as defined by s. 103 (1)), 
sustained a loss of £2,000 during the year ended June 30, 1942. This 
sum—apart from the provisions of s. 80 (5)—would be deductible under 
s. 80 (2) in ascertaining the company’s taxable income of year ended June 
30, 1946. In 1946 there was, however, a substantial change in the share- 
holding of the company. In view of s.80 (5), would the company be 
entitled to a deduction of the £2,000 in 1946 in the two following sets of 
circumstances? (N.B. Each share carries one vote) : 


Example 1 
1942 


Example 2 


Section 80 (5) provides that, in the case of a “private company,” as 
defined, no loss of a previous year shall be deductible unless the company 
establishes to the Commissioner’s satisfaction that, on the last day of the 
year of income (in the present case, 30th June, 1946), shares carrying not 
less than 25 per cent. of the voting power (in the present case, the holders 
of 3,125 shares) were beneficially held by persons who beneficially held 
shares carrying not less than 25 per cent. of the voting power (i.e., 3,125 
shares) on the last day of the year in which the loss was incurred (in the 
present case, 30th June, 1942). 

In Example 1, A, B and C held, on 30th June, 1946, 10,700 shares out 
of 12,500. On 30th June, 1942, they held between them all the shares in 
the company. Thus, on both relevant dates, shares of the company carry- 
ing not less than 25 per cent. of the voting power were beneficially held 
by the same persons. I am of the opinion, therefore, that the company is 
entitled to a deduction of the 1942 loss, £2,000, in calculating its taxable 
income of the year ended 30th June, 1946. 

In Example 2, shares carrying less than 25 per cent. of the voting power 
were, on 30th June, 1946, held by persons (A and B) who beneficially held 
all the shares of the company on 30th June, 1942. I am of opinion that in 
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the second example the company is not entitled to the deduction of £2,000 
in its 1946 assessment. 

Thus, the 100 shares held by C on 30th June, 1942, make all the 
difference. One signatory share would have produced the same strange 
result. But life is full of marginal differences. Sir Roger Casement, 
according to Fay’s “Discoveries in the Statute Book,” had cause to complain 
that he was hanged by a comma. 

SHARE OF ProFITts PAYABLE TO Wipow oF DECEASED PARTNER 
Default by Continuing Partners in Payment 

A partner in a firm, by his will, bequeathed to his trustees one quarter 
share of the profits of the business on trust to pay what they received in 
respect of it to the widow. Owing to financial stringency the share of the 
profits for the relevant year could not be paid to the widow. She was 
assessed to English sur-tax for that year in respect of the share of the 
profits. Held (applying Dewar v. I.R. Comrs. (1935) 19 Tax Cas. 561) 
that the widow was not a partner in the business, nor were the partners 
trustees of the business or any of its assets for her, and, therefore, she 
could not be said to have received any income unless and until she had 
received her share of the profits ; consequently she was not liable to sur-tax 
in respect of the amount in question. (/.R. Comrs. v. Lebus [1946] 1 All 
E.R. 476.) 


CONTRIBUTION By COLLIERY COMPANY TO SURFACE DRAINAGE 
SCHEME 

The Doncaster Area Drainage Act of 1929 imposed on mine-owners an 
obligation to obviate or remedy any decrease in the efficient working of the 
drainage system in the Doncaster district. The taxpayer company had 
carried its coal-mining operations to a point where there was a risk of 
destroying the efficiency of the surface drainage system. The discharge of 
its statutory duty to obviate this result did not necessarily involve only 
revenue expenditure; it might easily have entailed heavy capital expendi- 
ture. A preliminary estimate by the company of the cost of remedial 
operations was roughly £68,000, but before the plan was considered in 
detail the drainage board devised a comprehensive scheme, under which 
the company agreed to make a proportionate contribution, not exceeding 
£39,000. Held, by the House of Lords: (i) the expenditure required by 
the 1929 Act would not necessarily have been of a revenue nature and the 
actual contribution which obviated that expenditure could not, therefore, 
be held to be substituted for revenue expenditure; (ii) as any endeavour 
to analyse the expenditure under the original scheme would be abortive, the 
company was unable to discharge the onus of quantifying what part of the 
actual contribution was of a revenue nature, and the taxpayer company’s 
appeal, therefore, fai'ed; (iii) the same conclusion would be reached if 
the contribution were not regarded as substituted for the discharge of the 
company’s obligations under the 1929 Act but rather as sums paid to 
secure an “enduring advantage” within Lord Cave’s dictum in British 
Insulated & Helsby Cables v. Atherton [1926] A.C. 205, and the outlay 
would rightly be classified as capital expenditure. (Doncaster Amalgamated 
Collieries Ltd. v. Bean [4946] 1 All E.R. 642.) 

An important aspect of the above decision is that where expenditure 
requires dissection the onus is cast upon the taxpayer of establishing what 
part of the expenditure is of a revenue nature. If the enquiry as to details 
is bound to be abortive, an appeal against the disallowance of the whole 
of the expenditure automatically fails. 
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Roap CONSTRUCTED BY OWNER OF LAND TO REMOVE TIMBER Cut 
BY LICENSEE ON A RoyALty BAsIs 


The appellant was receiver of a timber company, which had acquired a 
property carrying standing timber. Later, it sold to another company the 
right to cut timber from a portion of the property in consideration of the 
payment of royalties. Part of the transaction was an undertaking by the 
timber company to construct a road to the area over which the cutting 
rights extended for the use of the purchasing company, which, to help 
finance the project, agreed to make an advance payment against royalties. 
Later, the timber company sold the road to a public authority for about 
one fourth of its cost. Held that the expenditure on the road formed a 
necessary outlay to obtain the “enduring advantage” of the expected 
royalties, and was therefore of a capital nature. The expenditure was, 
consequently, not an allowable deduction. (Herring, as Receiver of Bris- 
bane Timbers Lid. v. F.C. of T. (1946), 3 A.I.T.R. (not yet reported).) 


Costs INCURRED IN DEFENDING SUIT FOR ALLEGED INFRINGEMENT 
oF TRADE Marks 

Legal fees and expenses incurred by the taxpayer company in success- 
fully defending a suit brought against it for alleged infringement of another 
company’s registered trade marks by the taxpayer’s use of certain words 
in connection with the sale of some of its products were held to be deductible 
as expenses “wholly, exclusively and necessarily laid out or expended for 
the purpose of earning the income” (Minister of National Revenue v. 
Kellogg Company of Canada Ltd. [1943] Canada S.C.R. 58). The court 
there distinguished the decision in Minister of National Revenue v. 
Dominion Natural Gas Co. Ltd. [1941] Canada S.C.R. 19, where a claim 
for deduction of legal expenses incurred in defending a franchise to supply 
natural gas was denied on the ground that such expenses were an outlay 
of capital. 


SurpPLus DeErIvED BY LIFE ASSURANCE SOCIETY ON REALISATION 
oF INVESTMENTS 


The taxpayer was a mutual life assurance society. During the relevant 
year it derived the sum of £27,713 being the difference between the average 
cost of certain investments and the amount realised on maturity or sale. 
Evidence was given and accepted that the general policy of the society was 
to hold its securities as investments and not to traffic in them, and that the 


“ 


governing consideration in buying stocks, etc., or “switching” its invest- 
ments was to increase its effective interest yield. For example, if the cost 
price of a security were above or below par, the value at cost was gradually 
written down or up, as the case might be, until at maturity the security 
appeared in the books at par. These yearly adjustments, together with 
incidental expenses, such as brokerage, etc., were brought to account in 
order to ascertain the required effective yield. Held that, as the business 
of the society was the assurance of lives, the granting of annuities and 
other cognate business and the investment of its funds, the surplus arising 
from the variation of investments, viz., £27,713, was assessable, such 
variation being a normal business operation, the purpose of which was to 
increase the effective interest yield. (Colonia® Mutual Life Assurance 
Society Ltd. v. F.C. of T. (1946), 3 A.I.T.R. (not yet reported).) 
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Australian Mercantile Law 
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(Continued from September Issue) 


LAW OF CONTRACT (CONTINUED). 
CAPACITY OF PARTIES. 

Certain persons are incapable wholly or in part of entering into a valid 
contract. The law takes into account the deficient judgment of such 
persons as infants and lunatics, and the special position of others 
such as aliens, corporations, bankrupts, etc. We shall consider, in this 
respect, the capacity to contract in relation to the following: 


1. Aliens. 

2. Infants. 

3. Corporations. 

Lunatics and Drunken Persons. 

5. Married Women. 

1. ALIENS. An “Alien” is a person who is not a British subject. An 
alien has, in time of peace, full contractual capacity except that he 
cannot acquire property in a British Ship. In time of war, however, an 
enemy alien is subject to severe restrictions in respect of his capacity 
to contract and to enforce contracts already made. 

In time of war the matter is generally covered by Special Statutory 
provisions. It will be sufficient here to indicate the Common Law rules 
upon the subject. Firstly, the test as to whether a person is an enemy 
alien, during time of war, is not nationality, but where that person 
voluntarily resides or carries on business. The following rules apply: 

(a) An enemy alien cannot enter into a contract with a British 
subject during time of war. 

(b) He cannot in general, during the war, sue in any Court in the 
Empire. 

(c) He can be sued if he can be properly served with a Writ, and 
has a right to appear and defend the action. 

(d) Contracts made with a British Subject prior to the war —if 
such contracts involve intercourse with the alien enemy, or their 
continuance would aid the enemy, or if they are otherwise 
contrary to public policy, — are dissolved; otherwise perform- 
ance is merely prohibited during the war. 

2, INFANTS. An infant (or minor) is a person of either sex under 
21 years of age. In certain cases, infants’ contracts are quite valid, but 
in some cases they are void, and in other cases voidable. We shall 
therefore discuss them in that order. 
(a) Valid. An infant may make a binding contract in two cases: 
(i) Contracts for the supply of “necessaries.” Necessaries mean 
(a) the necessaries of life such as food and clothing, and (6) 
things suitable to the infant’s station in life and to his peculiar 
circumstances at the time. Things not suitable to the infant’s 
station in life and particular circumstances at the time are not 
within the term. So, expensive articles for an infant in poor 
circumstances, even though the articles may be useful in 





(3) 


(b) Voidable. 


Those binding unless rescinded by the infant during infancy 


(7) 


(i) 
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themselves, would not be necessaries. So also with goods of 
a class with which the infant is already sufficiently supplied. 
It is the circumstances of the infant at the time the goods are 
supplied, which is decisive in these matters. 

Certain contracts for the infant’s benefit, such as contracts of 
service entered into by an infant either to provide himself 
with the means of support or for the purpose of obtaining 
instruction in a trade or profession. The limits of the 
class are not easy to state. It certainly does not include 
every contract for the infant’s benefit. Thus, where a 
company sued an infant for arrears under a hire purchase 
agreement entered into by the infant for the purchase of a 
motor lorry, it was held that, although the infant carried on 
the business of a haulage contractor, the contract was not one 
of the class which we are now considering. So also where an 
infant carried on business as a hay and straw merchant, he 
was held not to be bound by a contract to supply hay. An 
ordinary trading contract such as this, even though beneficial, 
is not within the class under consideration as it is not suffi- 
ciently connected with the infant’s person. 

The contract must not only be within this rather limited 
class, it must also actually be for the infant’s benefit. Thus, 
where an apprenticeship deed enabled the employer to with- 
hold wages from the infant during any strike of his employees, 
it was held that the contract was prejudicial to the infant’s 
interests and therefore not binding upon him. The question, 
however, is whether the contract, after a careful examination 
of all its terms, can'be said, as a whole, to be for the infant’s 
benefit. Thus even if the contract contains restrictive terms, 
the contract taken as a whole may still be held to be for his 
benefit if the terms are fair and just, and, for example, are 
the only terms upon which the infant may reasonably expect 
to obtain employment. 

Contracts voidable by the infant are either— 


or within a reasonable time after attaining 21 years of age. 
This applies to (a) contracts under which the infant acquires 
an interest in permanent property to which obligations attach, 
for example, shares in a Company or Leases, and (0) certain 
contracts under which continuous rights and duties arise, for 
example, partnership agreements. Marriage settlements and 
contracts relating to the membership of Building Societies 
are further examples of this latter class of contracts. 

Upon disclaimer of these voidable contracts by the infant, he 
is released from his obligations under them. The infant may not, 
however, recover money paid under the contract unless there 
is a total failure of the consideration for which he contracted. 
Thus, when an infant subscribes for shares which have a 
marketable value and is entered on the register of share- 
holders, although he may repudiate the contract and refuse 
to pay future calls, he cannot recover back moneys paid on 
the shares. 

Those not binding unless ratified by the infant upon coming 
of age. — This applies to all contracts other than those already 
referred to. This class, therefore, includes all contracts other 
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than those for necessaries or for the infant’s benefit or of a 
continuing nature and indeed all contracts not within (a) (i) 
and (a) or (b) (i) above. 

In the case of Victoria and Tasmania, these contracts cannot 

be ratified by the infant on obtaining majority so as to bind 

himself thereto but may be enforced by him if he so chooses. 
(c) Void. Victoria and Tasmania. In these States, certain of the 
contracts which would normally fall within (b) (ii) are absolutely void, 
viz :— 

(1) contracts for money lent or to be lent, and 

(2) contracts for goods supplied or to be supplied 

3. CORPORATIONS. A corporation is an artificial person created 
by the law. It is a person with an existence quite apart from and inde- 
pendent of the individuals who comprise it. By far the most important 
kind of corporation in modern law is the Company registered under the 
Companies Act. In relation to the Law of Contract two points should 
be noticed in respect of these corporations. 

(1) Their powers to contract are limited by the Act and their 
own constitution. 

(2) Since they are artificial persons they cannot act them- 
selves but must act through another person —a Director, 
manager or other servant or agent. 

4. LUNATICS AND DRUNKEN PERSONS. ‘These persons may 
repudiate, within a reasonable time after they become sane or sober, as 
the case may be, contracts entered into by them, but only if they were 
at the time wholly incapable of understanding what they were doing and 
the other party knew of their condition. 

Lunatics and Drunkards are, however, bound to pay for necessities 
obtained while so incapable. 

5. MARRIED WOMEN. Formerly married women were under 
certain disabilities in law, but now their position is much the same as a 
single woman. In one respect they are still in a special position. Property 
may be settled upon a married woman subject to a “restraint on anticipa- 
tion” and in that case she has no power to dispose of or charge the 
property or the future income thereof. She may, however, do as she 
likes with the current income. 





Municipal Accounting in New South Wales 
By L. Fitzpatrick, A.1.C.A. 


It is proposed to explain the method of compiling a Revenue A/c 
and Balance Sheet of a Municipality in accordance with the provisions 
of the Local Government Act and Ordinances. The details of the daily 
work and treatment of books will be set out in order and detail as the 
work progresses. 

Although the principles of double entry bookkeeping apply to Local 
Government accounting, the treatment of some items varies from their 
treatment in commercial accounting. 

In the Commercial world we have executorship accounts, double 
account system, partnership accounts, mining accounts, company 
accounts, etc. Local Government accounting is merely another method 
of framing accounts to suit certain statutory requirements and it has 
the same basis as the other methods of framing accounts, namely, the 
principles of double entry. 
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In Local Government accounting the operations of a Council are 

reflected in various funds, e.g., 
General Fund 
Special Fund 
Local Fund 
Trading Fund 
Trust Fund 

The Trust Fund is purely a statement of cash receipts and payments 
on account of trust moneys which are specified in the Local Govern- 
ment Act. 

In each of the other funds there is a Revenue account to which all 
nominal accounts are closed off at the end of the municipal year. 

In trading undertakings the nominal accounts are closed off to either 
Manufacturing account, Trading account or Profit and Loss account. 

The Assets and Liabilities of a Council are looked upon as existing 
in two divisions, namely, Available Funds and Invested Funds. The 
Balance Sheet is accordingly prepared in two sections, namely: 

Part 1— Available Funds, and 
Part 2— Invested Funds. 

The Revenue Account of a General, Special or Local Fund, is divided 
into two parts, but that of a Council trading undertaking is divided 
into three parts. 

Details regarding particular accounts will be given as the work 
proceeds. It may be said here, however, that the entries to all 
accounts during the progress of the year are merely debits and credits 
either through: 

(1) Cash Book, 
(2) Ordinary Journal 
(3) Stores and Materials Journal, 
(4) Any other particular journal which the Council may see fit 
to keep. 
REVENUE ACCOUNTS 

Part 1 (General, Special or.Local Funds). All nominal accounts are 
closed off to this account at the 3lst December of each year. The 
Balance is carried down to Revenue a/c Part 2, as follows: 

BALANCES. 
Dr. ce 


* 


OD. VIUOVD WE 


. P. Rates levied 

. W. Contribution to kerbing and 
guttering 

W. Government Grants 

W. Sundry Income 

P. Salaries 

W. Road Construction 

W. Kerbing and Guttering 
construction 

W. Maintenance of Roads 

. P. Printing and Stationery 


Journal Entries in simple form: 
G. P. General Rate 
P. W. Contributions to 
K. & G. 
P. W. Government Grants 
P. W. Sundry Income 
To G.A.LE. Revenue A/c 
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G.A.LE. Revenue A/c Dr. 3,550 
To G.P. Salaries Ce. 400 

P. W. Road Construc- 

tion Ce. 2,000 
P.W.K. and G. Construc- 

tion Cr. 600 
P. W. Maintenance 

of Roads te. 500 
G. P. Printing and 

Stationery m ° 50 


REVENUE ACCOUNT. 


To Sundries .. .. .. .. £3,550 By Sundries .. .. .. .. £3,850 
Balance c/d .. 300 


£3,850 £3,850 
—=_—_—— SSS 
General Purposes. 
Public Works. 
- = Kerbing and Guttering. 
. E. = General Administrative Items Excluded. 


PP. 
. W. 
& 
A. 


NOTE.—In practice the Revenue Account is usually kept in a very 

simple form in the Ledger, the full details being shown in the Journal. 
' We show the operations fully analysed. 

In the annual statements compiled by a Municipality the Revenue 
account above would appear as follows: 


REVENUE ACCOUNT. 


Part 1. 
Expenditure. Income. 


To General Purposes : By General Purposes : 
Salaries .... .. £400 General Rates . .. .. £3,000 
Printing and Sta- By Public Works . .. .. 850 
tionery . .. .. 50 
£450 
To Public Works: 
Rd. Constn. .. .. 2,000 
i .. 600 
M’tnce. Rds. . .. 500 
3,100 
To. Balance, being surplus 
of Income over Expen- 
diture c/d to Revenue 
£3,850 £3,850 

A Debit Balance must be either one of two things: either an Asset, 
or a transfer to the Debit of Revenue A/c as an expense; also, a 
Credit Balance must be either a Liability or a transfer to Revenue 
Account as Income. This is a vital point to remember because of the 
fact that in Local Government Accounting terms strange to commerce 
are used. 

You will note that Municipal Statements show assets and liabilities 
just the same as a commercial balance sheet, with the exception that 
no capital account is shown. Such a term is not used in Local Govern- 

B 
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ment, although the words “Available Funds Account” and “Invested 
Funds Account” are substituted. “Available Funds Account” is the term 
used for the excess of Floating Assets over Floating’ Liabilities, and 
“Invested Funds Account” is the term used for the excess of Fixed 
Assets over Fixed Liabilities, so that, condensed, the total of available 
funds account and invested funds account in Local Government is the 
equivalent of Capital Account in a commercial concern, providing a: 
assets are shown. 
Example: 
CoMMERCIAL BALANCE SHEET. 

CE as ss ce as oe SO Sundry Debtors . 

Plant .. Ji 


£10,000 


MUNICIPAL BALANCE SHEET. 
Available Funds. 


Available Funds A/e. .. £9,000 Sundry Ratepayers 
Bank Gen. A/c. .. 


£9,000 


Invested Funds. 
Invested Funds A/c. .. £1,000 Plant 


Both have £10,000, but the Municipal Balance Sheet shows £9,000 
available funds and £1,000 invested funds, whereas in the Commercial 
Balance Sheet the assets are not divided. This phase of the subject 
appears to worry students. To reach the balance sheet stage, it is 
necessary to prepare the Revenue account first. 

The General Revenue A/c. of a council is prepared in two portions — 
Revenue 1 and Revenue 2, which for comparison purposes may be 
likened to Profit and Loss Account, and Appropriation Account ii Com- 
mercial concerns. However, the first portion consists of the whole of 
the income and expenditure and the second portion consists of transfers 
to and from Invested Funds Account. 

This is usually the only purpose for which the second portion 1s 
used. The balance left is transferred to Available Funds A/c, and is 
comparable with a transfer of Profit and Loss to Capital A/c in a 
commercial business. 

The ledger is divided into two sections; the first containing all the 
available fund items (otherwise floating assets, and nominal A/cs) and, 
the second containing invested fund items (fixed assets). 

REVENUE Account: All debits in the Trial Balance which are not 
assets, all credits which are not liabilities must be placed respectively 
to the debit and credit of Revenue Account No. 1, and the balance of 
this Account is then brought down to Revenue 2; so that Revenue 2 
commences with a balance either debit or credit from Revenue 1. 

It is the next procedure which confuses most students, but if you 
will follow rigidly what is termed the ‘pick up’ system, you cannot fail 
to bring out the Balance Sheet. You have kept the fixed assets separately; 
now look to each account in that portion and see whether it has been 
increased or reduced during the period. If it has been increased, it 1s 
because something has been purchased from Revenue and taken out 
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of the Banking Account which appears in the Available Funds portion 
of the ledger and at the same time Invested Funds has been increased 
by the addition of a fixed asset, say, plant. Therefore, for all debits in 
the Invested Funds portion of the ledger (leaving out balances brought 
forward from previous period) the entry in the Journal will be: 


Revenue 2 Dr. £500 
Invested Funds Cr. £500 
Plant purchased. 


Now supposing Plant has been depreciated, plant a/c would show a 
credit of, say, £200. Therefore the entry would be: 


Invested Funds Dr. £200 
Revenue 2 Ce. £200 
Depreciation written off. 


If you do this with each account in the Invested Funds portion of 
ledger which shows a debit or a credit, you will have no difficulty. 
Transfer the balance of Revenue (2) to Available Funds Account, 
and then prepare the Balance Sheet in two parts, putting the Floating 
Assets in the first portion and the Fixed Assets in the second portion. 
They should then agree. 

Goods purchased or sold on time payment must always appear in the 
Invested Funds portion of the Ledger and Balance Sheet, for example, 
Council purchased plant for £1,000 payable over seven years. The entry 
would be: 


Plant Dr. £1,000 ) Invested Funds section of 
Jones Cr. £1,000 § Ledger. 


Jones will appear as a creditor in the Invested Funds Balance Sheet. 


REVENUE ACCOUNT Part 2. 


The first item in this section is the balance brought down from part 
one of Revenue Account. 

As mentioned previously, assets and liabilities are either Available 
or Invested Funds. 

Now, two governing accounts, i.e., Available Funds Account and 
Invested Funds Account, will always be found in the Ledger. When 
any entry takes place, simultaneously affecting both Available Funds 
and Invested Funds, an entry must be made to adjust the balance. 


Example 1. 

General Current Bank a/c, which is an Available Funds Asset is 
drawn upon to the extent of £10 in order to purchase office furniture 
priced at £10. Now, Office Furniture is an Invested Funds Asset. 

This transaction will have the effect of reducing Bank a/c in the 
Available Funds Section and increasing Office Furniture in the Invested 
Funds Section. Some adjustment must be made. 


The only entry which has taken place is: 
Office Furniture Dr. £10 
Bank Account Cr. £10 


The Double entry is complete and the books will balance. At the end 
of the Financial Year, when the Balance Sheet is being prepared, the 
first section of the Balance Sheet (Available Funds) will be £10 short 
on the asset side, or £10 too great on the Liability side, while in the 
second section of the Balance Sheet (Invested Funds) there will also be 
a discrepancy of £10. 
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The following adjusting entry is made: 
Revenue 2 Dr. £10 


Invested Funds a/c ca £10 
Office Furniture purchased. 





Example 2. 

Supposing Office Furniture valued in the books at £10 was sold for 
£10 cash, the money would be paid into the General Fund Bank, the 
entry being: 

Bank a/c Dr. £10 

Office Furniture Cr. £10 

The Available Funds Bank a/c is thus increased by £10, while Office 
Furniture has been reduced to the extent of £10. In this case the 
adjustment is the reverse of that in Example 1. 


Invested Funds a/c Dr. £10 
Revenue 2 ce. £10 


Numerous other cases of adjustment will arise but they will be treated 
in a similar manner. 


Treatment of an asset sold at a loss. 
An item of Plant standing in the books at £50 is sold for £40 cash. 
The entries will be as follows: 


(1) (a) Cash Dr. £40 
Plant a/c Cr. £40 
(b) Bank a/c Dr. £40 
Cash a/c Cr. £40 
(2) Loss on sale of 
Plant Dr £10 
Plant a/c Ce. £10 
(3) Revenue Dr. £10 
Loss on Sale of 
Plant Cr. £10 


Now the position is just the same as in case (2) previously treated. 
We have taken an asset out of the Invested Funds section and increased 
the Available Funds section. The full amount of the value of the item 
of plant, viz., £50, was taken out of Invested Funds. Available Funds 
has been affected as follows :— 


(a) Available Funds Bank a/c has been increased by £40. 

(b) As the Revenue a/c is, in turn, closed off to Available Funds, 
the debit to Revenue account has the effect of reducing the 
surplus carried to Available Funds. 

On reviewing entry No. 2 above, and reading it in conjunction with 
entry No. 3, we see that a “Short cut” would be, 


Revenue 1 Dr. £10 
Plant a/c cz. £10 


This immediately reveals the fact that Invested Funds Plant has been 
reduced by £10, and any surplus to be carried to Available Funds 
is similarly reduced. 
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Hence the total adjustment which has to be made is: 


Invested Funds a/c Dr. 
Revenue 2 Cr. £50 


Being book value of Asset sold for £40. 


BALANCE SHEET. 


You will remember that Available Funds A/c represents, as it were, 
the floating capital of the Council, and Invested Funds the fixed capital. 
However, at this stage and onwards think only of Available and 
Invested Funds as separate A/cs involving separate Balance Sheets. As 
the term Available Funds implies, these are funds available for the 
Council’s use, and therefore we must be careful what Assets and 
Liabilities are placed in the Available Funds section of the Balance 
Sheet. 

The foregoing information will suffice to enable you to deal with 
items of a general nature, but at times there are items which need 
much thought before completing. For instance, should a Council borrow 
£5,000, this is paid into a separate banking A/c and called Loan A/c. 
This banking A/c will be shown in the Invested Funds Balance Sheet 
on the Asset side while the Lenders Account will be shown on the 
Liability side. This should be quite evident, seeing that the loan is for 
a special purpose and not for the ordinary expenditure of the Council 
and therefore cannot come under the general term of “Available Funds.” 
Further, should, say, £100 be spent from that bank a/c to buy stores 
and materials, this a/c is shown in the Invested Funds portion of the 
Balance Sheet because they are not stores available for general use. 

We come now to the procedure which most students find difficult, viz., 
the changing of Invested Funds items from time to time and the 
entries necessary to record the transactions. The only two accounts 
affected, other than the double entry creating the transaction, are 
Revenue 2 and Invested Funds. To illustrate this, the following example 
is given. Firstly, note that the ledger is in two portions, viz.: Items 
relating to Available Funds, and items relating to Invested Funds. 

A Road Roller has been purchased for £500. 

The cheque has been drawn out of the General Funds Banking A/c 
which you will remember is in the Available Funds portion of the 
Balance Sheet. The double entry therefore, is: 


Road Roller A/c or Plant Dr. 
General Fund Bank A/c. Cr. 


The Road Roller A/c being a fixed Asset is in the Invested Funds 
portion of the Ledger, and is therefore without a double entry. In the 
same way, there is no double entry in the Available Funds portion 
against the bank credit, so that adjustments must be made in both 
portions of the ledger balance. 


BALANCE SHEET. 


Part 1.—Available Funds. 


This consists of Available Funds Assets and Liabilities. The Difference 
is the amount of the debit or credit of Available Funds Account in the 
General Ledger after all entries have been made in the ledger. 

The Balance of Revenue 2 is carried to Available Funds. 
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Example 
BALANCES 

Bank a/c 100 
Debtors 100 
Creditors 50 
Available Funds at beginning of 

year 100 
Surplus from Revenue a/c 50 


BALANCE SHEET. 
Liabilities Assets 


Part 1— Available Funds 
Creditors .. .. .. .. DW SO Bank a/c .. 
Available Funds: Debtors .. 
Bice. Ist Jan. .. .. 100 
Surplus for year .. 50 150 


£200 


Available Funds Assets are, broadly speaking, those which correspond 
with liquid assets in an ordinary trading undertaking. Assets of a 
fixed nature are grouped together in the second part of the Balance 
Sheet. They are known as Invested Funds Assets. 

Available Funds Liabilities are those relating to the ordinary dealings 
of a Council, such as creditors for stores, credttors for interest on loans, 
etc., e.g. : 


Available Funds Assets— 


Ordinary Bank Account. 

‘Sundry Ratepayers for outstanding rates and interest. 
Sundry Debtors for Contributions. 

Stores and Materials. 

Amounts due by Invested Funds. 


Available Funds Liabilities— 


Sundry Creditors for ordinary goods and services. 
Sundry Creditors for interest on loans. 
Bank Overdraft. 


EXAMPLE SHOWING PREPARATION OF BALANCE SHEET 
TRIAL BALANCE. 

Available Funds Pac ome ee. Woe, » ib. 
ee we oe o¢ «we xe «we da. ino ae 
SE ere eo eee ae a ee 
Sundry Creditors .. .. ore a or 
Sundry Ratepayers O/s. rates Pre a a aoe 
Sundry Creditors for loan .. ne in) Sl 
Furniture . . 5 
Stores and Materials ee 
Interest accrued 
Plant ~n 
Surplus in Revenue A/c 
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The Balance Sheet is as follows :— 


BALANCE SHEET. 
Liabilities Assets. 
Part 1—Available Funds. 

Available Funds: Bank . Se 6 
Surplus forward .. £120 Stores and Materials .. 
Surplus for year . 50 Sundry Ratepayers... .. 

— £170 

Creditors : 

For Goods and Ser- 
EO sic sess 
For Interest ‘ 
Aecrwed . .. s. 50 
—— 150 


£320 


Part 2.—Invested Funds. 


Creditors’ Loan. .. .. .. £380 a sacidy tem, see, haa 
Furniture .. .. P 
Invested Funds Deficit .. 200 


£380 £380 


The surplus brought forward from the previous year plus the excess 
of revenue over expenditure from the current year gives the balance 
of Available Funds. 


INVESTED FuNDs 
ASSETS 
Plant, Land, Building, Investments, Fixed Deposits, Bonds, etc. 


LIABILITIES 

Creditors for Loans, Time Payment Creditors, Government Advances. 

To summarize it might be said that the first part of the Balance 
Sheet relates to funds available for expenditure, having Cash, Book 
Debts, Stores, etc., on the Asset side, and current creditors and net 
funds available on the Liabilities side. 

The second part of the Balance, Sheet sets out the Assets of a per- 
manent nature and the remaining Liabilities in regard to these. 


Sundry Adjustments 

In order to comply with the provisions of the Local Government 
Act, 1919, and Ordinance No. 26 thereunder, it is essential before pre- 
paration of the Annual Statements of accounts is commenced that all 
income for the past year, whether received in cash or not, and all 
expenditure incurred, whether paid in cash or not, be brought into 
account. Adjustments as at 3lst December, therefore, may become 
necessary in respect of : 

(a) Expenditure incurred but not met at the date of closing the 

accounts (3lst December). 

(b) Payment of expenses in advance. 

(c) Income accrued due but not received. 

Examples of each of these types of adjustments and the entries 
required to record them are set out hereunder: 
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(a) Assume that the Council rents premises for use as Council 
Chambers at a monthly rental of £10, payable at the end of each month, 
and the payment for December is not made until the 2nd January 
following. On the 3lst December rent account would show a debit of 
£110, whereas the total rental payable for the period of 12 months is 
£120; the rent for December would be brought into Account by the 
following journal entry: 

Dec. 31. Rent of Council Chambers Account Dr. £10 

Rent Accrued Due Account Cr. £10 


The Rent of Council Chambers Account will now show the true 

expenditure on rent for the year; the balance of this account will be 
duly transferred to the debit of the Revenue Account, and the balance 
of the account, Rent accrued due, will be shown in the balance sheet 
as a liability. The payment on the 2nd January would be debited to 
Rent Account, and the Rent accrued due account transferred to the 
credit of the Rent Account. 
(b) A Fire Insurance policy is taken out at the Ist September, 1930, and 
a premium of £90 paid for the following 12 months. It is obvious that 
two-thirds of this amount represents a payment of expenses of the 
year 1931 made in advance. At the 3lst December, 1930, the following 
journal entry is made to adjust the account for the year 1930; 


Dec. 31 Insurance paid in advance Dr. £60 
Insurance Account ce. £60 
Being eight months fire 
insurance paid in ad- 
advance—carried fwd. 
The account for insurance would be closed by transfer to Revenue 


account, and would appear in the ledger as under: 


INSURANCE ACCOUNT. 
1930 1930 
Sept.1 To Bank . £90 0 O Dec. 31 By Insurance 
Paid in ad- 
vance .. fee 8g 
Revenue A/c 30 0 0 


£90 0 O £90 0 


The balance of the insurance paid in Advance Account would be 
shown in the balance sheet as an asset; on the Ist January this account 
would be closed by transfer to the debit of Insurance Account. 

(c) At the 3lst December each year it is necessary to calculate the 
extra charges on overdue rates (interest) accrued due as at that date. 
The total amount is brought into account by the following journal 
entry: 
Dec. 31 Sundry ratepayers for extra charges Dr. 

Extra charges on overdue rates Lx 

The extra charges on Overdue Rates Account would be closed by 
transfer to the credit of Revenue Account. Students should note that 
when the journal entry is made, the charges to the individual ratepayers 
would be debited to their respective accounts in the rate book. 

Where a payment is received in respect of income of the following 
period the cash should be paid into the Bank Account of the Trust 
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= Fund, and not transferred from the Trust Fund to the General Fund 

dary until after the opening of the period for which it is intended. This being 

t of the case, no adjustment is necessary at balance date. 

ar: Where an asset is sold at either more or less than the book value, 

the an adjustment will be necessary to bring into account the profit or loss 
on the sale. Assume that plant which appears on the books at a value 
of £100 is sold for £125, then the amount of the cash received would 
be credited to Plant Account, necessitating an adjustment of this 
account as follows: 

‘Tue Plant Account Dr. £25 

be Profit on Sale Cr. £25 

ee: At the close of the year the balance on the Profit on Sale Account 

ts would be transferred to Revenue Account. Any adjusting entries such 

the as this should be made at the time of the sale. 
Unknown Owners Suspense Account 

ind The Local Government Act requires that general rates shall be levied 

hat by a Council on all ratable land in its area and provides also that unpaid 

the rates are a charge on the subject property. It often transpires that the 

ing ratable person, in most cases the owner, is unknown, and where this 
is the case it is sufficient to charge the rates levied to the ratepayer 
by debiting them to an account in the ratebooks designated “owner.” 
Frequently Councils have a number of such accounts in the ratebook, 
but other particulars noted on the account regarding lot and section 
numbers, D.P. number, etc., always suffice to identify the property 
affected in each case. As the rates levied become a charge on the 

ue subject property, the mere fact that the owner is unknown does not 





necessarily indicate that the rates shown to be owing constitute a bad 
or doubtful debt, but consideration of this aspect of the matter becomes 
necessary when the rate arrears on such a property equal or exceed 
the value of the property. The Act provides for the sale of such pro- 
perties by the Public Trustee, where the owner is unknown for not less 
than seven years, and where such a sale takes place the amount due 
to the Council for unpaid rates is a preferential charge against the 
proceeds of the Sale, but the purchaser is only liable for rates which 
accrue due after obtaining transfer of the property. Any balance of 
rates outstanding when the sale is effected, not covered by the proceeds 
of the sale, must be abandoned and written off in the Council’s books, 
and this involves a formal resolution of Council. 

It will be seen, therefore, that it would be most unwise to continue 
treating the rates levied as a “good” debt where the owner of the 
subject property is unknown, and the outstanding rates approximate 
the value thereof. In order to adjust the matter, the following steps 
are taken: ‘Towards the end of the year the Clerk goes through the 
ratebook and lists the amounts of any such unpaid rates. This list is 
then totalled and the following journal entry passed : 























General Rates Account Dr. 
Unknown Owners’ Suspense Account Cr. 
3eing transfer of rates as per list 

hereunder. 





The general rate income is thus reduced by the amount transferred to 
suspense. The credit balance of Unknown *Owners’ Suspense Account 
is not shown on the liabilities side of the balance sheet, but as a deduc- 
tion from the Asset Account, “Sundry ratepayers for outstanding rates 
A/c.” At the end of the following year the journal entry would be for 
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the transfer to Suspense Account of rates levied during that year on 
such properties, and so on. A memorandum should be made on the 
Personal Account affected in the rate book.. When subsequently, amounts 
transferred to Unknown Owners’ Suspense Account are collected, such 
amounts will be credited to General Rates Income by the following 
journal entry: 


Unknown Owners’ Suspense Account Dr. 
General Rates Account Cr. 
Being amounts collected during the year. 


Capital and Revenue Expenditure 

It is essential that the student should have a clear understanding of 
the distinction between capital and revenue expenditure, as there are 
few matters of greater importance in Local Government Accounting. 
All expenditure, whether capital expenditure or revenue expenditure, is 
represented by debits in the Council’s ledger, but in some cases the 
debits are to nominal accounts (expenses), and in other cases to real 
accounts (assets). It will be remembered that in the preparation of 
the revenue account and balance sheet all nominal account balances 
are transferred to revenue account, and all real account balances are 
included in the balance sheet. If the expenditure involved results in the 
acquisition by the Council of something of tangible value, such as a 
motor lorry, a block of land, or a road roller, etc., it is capital expen- 
diture and the account to which it is debited is a “real” account. If, how- 
ever, the expenditure represents an outgoing for which nothing of a 
tangible value remains, it is revenue expenditure, and the account to 
which it is debited is a nominal account (such as repairs, bad debts, 
insurance, etc.), eventually closed off to Revenue Account. 

Capital expenditure may be defined as expenditure incurred for the 
purpose of creating or acquiring assets by means of which a Council’s 
operations are carried on, and revenue expenditure may be defined as 
expenditure incurred for the purpose of carrying on a Council’s 
business and maintaining its assets in a state of working efficiency. 

As an example, it will be seen that if during 1945 a Council paid 
£200 for rent of a building used as Council Chambers, at 31/12/45 it 
had nothing left of a tangible nature to represent the expenditure. If 
during the same year it purchased a lorry for £200 it would have an 
asset of a tangible value. The rent paid would be revenue expenditure, 
but the payment for the lorry would be capital expenditure. 

Repairs to plant, machinery, buildings, etc., are generally a revenue 
charge, although expenditure incurred on newly-purchased, second-hand 
plant to render it serviceable may be added to the cost of the plant 
and treated as capital expenditure. 

The cost of alterations to a building represents revenue expenditure, 
but extensions to a building which have the effect of increasing the 
“real” value of the building may be capitalised. 

Replacements of small parts of plant should be treated as repairs 
and charged against revenue, but substantial replacement may be treated 
as capital expenditure provided the book value of the assets replaced 
is written off. 

Having closely studied the principles to be adopted in the allocation 
of expenditure as between capital and revenue, the student should now 
refer to the Schedules to Ordinance No. 26 (covering revenue expendi- 
ture) from which it will be found that expenditure charged against the 
revenue of the general fund is classified as under :— 
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General Purposes Expenditure. 
Public Works Expenditure. 
Health Administration Expenditure. 
Public Services Expenditure. 
Municipal or Shire Property Expenditure. 
Miscellaneous Expenditure. 
The classification of income as displayed in the Schedules to this 
Ordinance should also be studied carefully. 




















Legal Section 
Edited by R. E. O’ NEILL, A.1.c.A. 








Tue Duty or a BANK TO DISCLOSE TO A SURETY 

The criterion whether a bank ought voluntarily to disclose to a 
guarantor of a loan made by it to a customer is that, if there is a contract 
between the customer and the bank to the effect that the customer’s 
position is to be different from that which the surety might naturally 
expect, the surety must be so informed by the bank. But a bank owes 
no duty to a surety to disclose anything which might naturally be 
expected to take place between it and its customer. This is the rule 
laid down in a century-old fidelity guarantee case—Hamilton v. Watson 
(1845) 12 Cl. and F.109—by Lord Campbell : 

“Your Lordships must particularly notice what the nature of the con- 
tract is. It is suretyship upon a cash account. Now the question is 
what, upon entering into such a contract, ought to be disclosed? And I 
will venture to say, if your Lordships were to adopt the principles laid 
down, and contended for by the appellant’s counsel here, that you would 
entirely knock up those transactions in Scotland of giving security upon 
a cash account; because no bankers would rest satisfied that they had 
a security for the advance they made, if, as it is contended, it is essen- 
tially necessary that everything should be disclosed by the creditor that 
is material for the surety to know. If such was the rule, it would be 
indispensably necessary for the bankers to whom the security is to be 
given to state how the account has been kept; whether the debtor was in 
the habit of overdrawing; whether he was punctual in his dealings; 
whether he performed his promises in an honourable manner; for all 
these things are extremely material for the surety to know. But, unless 
questions be particularly put by the surety to gain this information, I 
hold that it is quite unnecessary for the creditor, to whom the surety- 
ship is to be given, to make any such disclosure; and I should think 
that this might be considered as the criterion whether the disclosure 
ought to be made voluntarily — namely, whether there is anything that 
might not naturally be expected to take place between the parties who 
are concerned in the transaction, that is, whether there be a contract 
between the debtor and the creditor, to the effect that his position shall 
be different from that which the surety might naturally expect: and, 
if so, the surety is to see whether that is disclosed to him. But, if there 
be nothing which might not naturally take place between these parties, 
then, if the surety would guard against particular perils, he must put 
the question, and he must gain the information which he requires.” 


Lord Justice Lawrence applied this rule in dismissing an action 
brought by C. against a bank claiming to set aside and have declared 
void, on the ground of non-disclosure of certain facts by the bank, two 
guarantees he had given in respect of the banking account of a married 
woman, R. The facts which C. contended that the bank had failed to 
disclose were (1) That Mrs. Rolfe’s husband was an undischarged 
bankrupt; (2) that the husband had power to draw on his wife’s 
account; and (3) that the account had been operated in an improper 
and irregular way, in that certain cheques had been drawn and then 
orders not to pay had been given to the bank. 
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The bank did not allege that they had disclosed any of the above 
matters, but contended that there was no duty in law on them to do so, 
and they counterclaimed for the amount due on the guarantees. Dis- 
missing the action and giving judgment on the counterclaim for the 


bank, Lawrence L. J., said 

“In the present case it does not appear to me that there was any 
contract between the debtor (namely, Mrs. Rolfe, of Vale Farms Com- 
pany) and the creditor which made the position between them such as 
the surety would not naturally expect. There is, in my opinion, nothing 
unusual in a wife’s giving to her husband authority to draw on her 
account. . . . If it could be said that the account which was being 
guaranteed was not really the account of the wife at all, but was the 
account of the husband in reality, and the bank then took a surety for 
the wife’s account knowing that the account was really not the wife’s, 
but the husband’s, who was an undischarged bankrupt, that might 
possibly be a matter which they ought to disclose. But the bank neither 
knew that nor had any reason to think it, and it has not been proved 
in evidence before me; but all the facts which have been proved in 
evidence tend to show that the account, although it was operated 
by the husband, and although the idea of the farming venture was that 
the husband should manage it, was the wife’s, and that the funds which 
were being used were the funds of the wife in so far as they were not 
the funds of the bank. 

“In my opinion there was nothing in the contract between the bank 
and its customer which was unusual or might not reasonably have been 
anticipated by the surety. The customer’s account was overdrawn; a 
number of cheques had been drawn on the account and orders were 
given not to pay; the customer had authorized her husband, who was 
an undischarged bankrupt, to draw on the account; but in my opinion 
there was no duty on the bank to disclose any of those facts. As I have 
said, they did disclose the fact of the overdrawing. The orders not to 
pay were merely the method of operation of the account by the debtor, 
and the authorization by the wife to her husband to draw on that 
account is, in my opinion, not unusual, even if he is an undischarged 


bankrupt. It was not the husband’s credit which was being guaran- 
teed, it was the wife’s, and the facts known to the bank did not show that 
the account was really the husband’s, nor do the facts proved in this 
case. 


(Cooper v. National Provincial Bank Ltd. (1945) 62 T.L.R. 36.) 


Duty oF SPINSTER CARRYING ON BUSINESS TO REGISTER HER CHANGE 
oF NAME Upon MARRIAGE ’ 


F. carried on business as Jean Frances. In 1940 she married C., but 
continued to carry on her business under the name of Jean Frances. She 
did not register her change of name, and it was alleged that she had 
thus committed an offence under the Registration of Business Names 
Act, 1916, s.1 of which provides: 

“(b) Every individual having a place of business in the United 
Kingdom and carrying on business under a business name 
which does not consist of his true surname .. . 

“(c) Every individual or firm having a place of business in the 
United Kingdom, who, or a member of which, has. . . . changed 
his name, except in the case of a woman in consequence of 
marriage; shall be registered. in the manner directed by this 
| 

The information was dismissed by a magistrate who thought that she 
was excused by s.l (c) of the Act. An appeal by the Board of Trade 
official was upheld. Lord Goddard, C.J., Humphreys and Singleton JJ. 
agreeing said: 

“The position, I think, is this: Paragraph (6) of section 1 requires 

a person carrying on a business under a business name, which does 


not consist of his own surname, to register. Paragraph (c) applies 
where a man carries on a business under his own name and then changes 
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his name and the name of his business. In such a case, the Act states, 
the public are to be informed that the business was formerly carried 
on under another name; but married women are excepted from that 
provision. Thus, if the respondent had proceeded to carry on business 
as Chernikeef she would not have had to show the change. The Act 
is so drafted that it would lead most people to think that a married 
woman was not obliged to register her change of name on marriage, 
even if she did not also change the name under which she carried on 
business. Therefore, although an offence has been committed here, and 
the case must go back to the magistrate with a direction to find the 
charge proved, it seems to me to be a case with which he may deal in 
any way he thinks fit.” 


(Seymour v. Chernikeef (1946) 62 T.L.R. 450.) 


THE GUARANTOR TO A BANK OF AN INFANT’s LOAN CANNOT BE MADE 
LIABLE TO Pay THE BANK 


It has been recently decided that a bank account cannot succeed in an 
action to recover from a guarantor the amount of an overdraft granted 
to an infant. The facts were that a bank allowed an infant customer 
to overdraw his account on his procuring two persons as guarantors of 
the overdraft. When the bank sought to recover from the guarantors 
asum of £147/19/2, being the amount of the overdraft, the guarantors 
contended that as the bank could not have recovered from its infant 
customer by reason of the Infants Relief Act 1874, they could not be 
held to be liable on the guarantee. This submission was upheld by the 
Court. 

The Infants’ Relief Act, 1874 (England) provides that all contracts 
entered into by infants for the repayment of money lent or to be lent 
shall be absolutely void. 

Oliver, J., in giving judgment for the guarantors, considered that he 
was bound in principle and on authority to decide against the bank. “I 
think that the guarantors to a bank of an infant’s loan, where all the 
parties know the facts — and even where they do not and there is some 
fraudulent practice — cannot be sued.” 


On the question or principle his Honour said: 

“Apart from authority, it certainly seems strange that a contract 
to make good a debt, default or miscarriage of another — which is the 
classic definition of a guarantee — could be binding where, by statute, 
the Infants Relief Act, 1874, the loan guaranteed is, in terms, made 
absolutely void. Looking at the matter broadly, how cah the omission 
by an infant to pay that which is made void by the statute be described 
either as a debt or as a default or as a miscarriage? There is no debt, 
because the statute says so; there is no default, because the infant 
is entitled to omit to pay; and there is no miscarriage for the same 
reason. How, on broad principles, someone can be made liable to guaran- 
tee a matter of that kind is difficult to see.” 

In Swan v. Bank of Scotland (1836) 10 Bli. (N.R.) 627 a decision 
of the House of Lords, M. with S. and others were joint obligors in a 
bond conditioned to answer for any balance which might become due 
from M. to a bank in Scotland, with whom he had obtained a credit 
according to,the Scotch system of banking. M. in the course of his deal- 
ings drew upon the bank by written orders for sums made payable 
to bearer, and issued at a place more than ten miles distant from the 
bank; but dated (contrary to the fact) at a place within that distance, 
and also post dated; being in both respects contrary to the Statute 55 
Geo. III., c. 184, section 13, which not only imposes a penalty upon 
the parties to such drafts, but makes the transaction void. The mode 
of drawing was known by the bankers. M. having overdrawn the bank 
to the amount of £4,378; an action upon the bond was brought against 
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S. by the bank, to recover the amount. Held, that no debt had been 
incurred, and therefore that the parties were not liable upon the bond. 




































































The only difference between the facts in Swan’s Case and the facts ‘ 
in the present case was that there was no illegality about the instant a 
transaction. It is not illegal to give an infant an overdraft; “it is merely a 
rather unbusinesslike if you ever want to be paid back.” However, as v 
his Honour pointed out, the decision in Swan’s Case was based, not on 0 
the illegality of the transaction, but on the fact that the statute had 
made it void in terms. The facts in Swan’s Case and in this being 
identical in principle, the decision was followed because here, too,, the oO 
contract was made void by statute. to 
In his judgment Oliver J. distinguished the decision in Wauthier v. ec 
Wilson (1912) 28 The Times L.R. 239, where a father and son were 
successfully sued on a joint promissory note given for a loan to the ef 
infant son, on the ground that there the father had executed not a th 
guarantee but an indemnity and he was personally liable without any or 
question of guarantee arising. th 
It was unsuccessfully argued for the bank that cases such as York- ob 
shire Railway Wagon Co. Ltd. v. Maclure (1881) 19 Ch. D. 478, had - 
established an exception from the rule in Swan’s Case. These cases con- 
cerned guarantees by the directors of companies of loans made to their att 
companies which were ultra vires, and in a number of those cases the the 
directors were held liable notwithstanding that the companies could CSF 
not be sued because the loans were ultra vires. The following comment Cor 
by his Honour indicates a doubt as to the authority of such cases: ~~ 
“It may be that the voidness of a contract to guarantee the debt of a : 
company acting ultra vires is different in its consequences from the tro 
voidness brought about by the express and emphatic language of a } 
statute, although, along with Mr. Justice Pickford, I cannot understand ac 
what is the difference, nor put it into language. It may be that some defi 
of these cases, most of which were at nisi prius*, will one day come I 
up for review, but I think that the definition given by Pothier and quoted 
in de Colyar’s work on Guarantee (8rd ed.), published in 1897, puts the que 
matter in very precise language. Pothier (quoted on p. 210), said: ‘As den 
the obligation of sureties is, according to our definition, an obligation out! 
accessory to that of a principal debtor, it follows that it is of the itl 
essence of the obligation that there should be a valid obligation of a wit 
principal debtor; consequently if the principal is not obliged, neither is betv 
the surety, as there can be no accessory without a principal obligation prol 
according to the rule of law.’ He proceeded: ‘However, where directors imp! 
guarantee the performance of a contract by their company which does A 
not bind the latter, as being ultra vires, the directors’ suretyship, liability : 
is enforceable.’ I should have been much more grateful to Mr. de Colyar Is cl 
if he had ventured to give his opinion why that is so, but he does not. rem 
He does treat the matter as exceptional, and that is all I can say.” ques 
(Coutts & Co. v. Browne-Lecky and others (1946) 62 T.L.R. 421.) Def 
efi 
F W 
Stock-taking Facts and Fallacies het 
By R. G. JACKSON, A.C.A.A. answ 
(Being a lecture delivered at a meeting of the Discusston Group of the d To 
N.S.W. Division of the Commonwealth Institute of Accountants ) er 
Introduction “3 
Fallacy of Inexact Expression. cial : 
In opening our remarks with the use of the term “stock-taking” we unify, 
deliberately draw attention to one of the most widely held misconceptions estab] 
of business technique. techn; 
*A trial at nisi prius is a trial by a jury before a single Judge. the ac 
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To quote that mythical individual, “the man in the street” usually con- 
siders “stock-taking” to mean a frantic attempt once or twice each year to 
arrive at some quantitative determination of the materials and goods held 
at a specific point of time, and as an unpleasant job to be accomplished 
with the least possible disturbance to the real activities of a particular 
organisation. 

Is this view correct? 

Raw materials and processed articles enter into the economic life of an 
organisation or community at the outset of activity; indeed, the purpose 
for which such activity is proposed must have as part of its object the 
composition of some product. 

Now those concerned with the organisation and effective production of 
effort in this way must have a clear understanding of the application of 
the basic management principles of Planning, Design, Production, Co- 
ordination and Control, which in their impact upon and demonstration 
through human effort will result in the achievement of pre-determined 
objectives, and be illustrated through the material results of those achieve- 
ments. 

If the apparent digression of thought is reviewed, so arises a new 
attitude to our subject, and a broader outlook is developed which relates 
the once approbrious term to the vital functions of management, and 
especially those aspects primarily concerned with the physical and financial 
control of materials, viz., Production Management and Financial Manage- 
ment. 

Shall we then define our subject matter as the management and con- 
trolling of materials and supplies owned? 

Re-orientation of thought to coincide with the new concept leads us to 
a consideration of the relationship existing between the two management 
definitions and the control mentioned. 

It is interesting to note the emphasis given by W. P. Fishe to this 
question—“ Management of Inventories is a difficult and complex problem 
demanding the highest capacities of the management group . . . . the broad 
outlines and limits are a top management problem that cannot be delegated 
without great peril to the business”: and then proceeds to distinguish 
between Inventory Management, which he classifies as an administrative 
problem, and Inventory Control, which is stated as an executive problem, 
implying regulation within predetermined limits. 

An appreciation of the distinction made above is necessary, but this paper 
is chiefly concerned with the executive problem, though in our concluding 
remarks reference will be made to some administrative aspects of the 
question. 


Definitions 

What is Inventory Control? To set out a positive answer is not easy; 
but remembering the principles previously enunciated, we may state the 
answer in the following terms: 

To plan, organise, direct, co-ordinate, and control within the pre- 
determined limits of management policy the movement of raw materials 
and supplies from the time of purchase to the time of final disposal of the 
finished article. 

Two qualities are inherent to the definition, namely, physical and finan- 
cial, and for the purpose of clarity will be considered separately, but the 
unifying factor can be identified as the objectives for which control is 
established, and before proceeding to a detailed examination of the 
techniques available, let us give some thought to the purposes motivating 
the activities to be indicated. 
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Objectives 

The essence of control is responsibility, and the first objective may be 
summarised as follows: 

1. Placing the accountability for material with the proper person or 
persons, and releasing such accountability through the proper channels. 

Our wording is more than elaborate phraseology and enshrines a very 
solemn truth in the matter of inventory control. Surprising as it may seem, 
there is more than one comparatively large undertaking where the pur- 
chasing officer, having ordered a quantity of raw material, devolves all 
further consideration of the matter upon the storeman till such time as his 
attention is drawn to a serious production hold-up due to lack of material 
requirements, and then proceeds to hurl abuse at the head of the harassed 
individual who is expected to conjure further supplies out of thin air. 

The lesson is plain: plan material needs in conjunction with your 
manufacturing programme, and determine delivery schedules in accordance 
therewith, and control by means of charts, indices, or reminder slips, to 
see variations are duly notified and cared for. 

2. From one extreme to the other, and there is the stores(?) dear to 
the heart of so many works managers where “goods accumulate and some 
decay,” so that any second-hand merchant’s heart is gladdened by the 
prospect ; where, when a job-calls for two. special valves, six are ordered, 
“to be on the safe side,” and when an ultimate accounting is made—‘“well, 
they may be useful some time.” 

Never buy stock on the off-chance, unless you are a pawnbroker ; white 
elephants are dear at any price, and even Government departments check 
some accounts! The danger of over-investment in stocks is not confined 
to country storekeepers, and many businesses have failed simply because 
their stock control did not reveal buying co-ordinated with sales require- 
ments. 

3. How much of your raw material is usable? Are the conditions of 
storage such that when an item is required for use or for sale it is instantly 
available, without the necessity for being “touched up”? How many man- 
hours are spent in renovating or altering deteriorated stock? The third 
objective can be clearly stated as the prevention or minimisation of losses 
due to physical deterioration and obsolescence, particularly to the latter. 

4. Our objectives are not restricted to physical considerations, and there 
should always be a definite reason for the purchase or production of any 
item, and the chief engineer’s pride in the production of an article “that 
does the job,” irrespective of cost, must be correlated to the ability of the 
business to turn out equipment that has to sell in a competitive market. In 
other words, always realise that the organisation, in a final analysis, must 
make profits, even in a socialist economy, and inventory control must be 
constituted and maintained to apprise management of the financial cost 
of every unit of stores. 


Physical Inventory 
The existence of inventories is universal, and any attempt to catalogue 
the various classes, with the limitations of each, would involve the com- 
pilation of a whole series of volumes, and possibly serve no very useful 
purpose. There are, however, certain well defined characteristics which 
tend to classify different groups, and it will be found that principles ot 
operation may well find acceptance in their application within such separate 
divisions. 
In the first plan we see two broad groups, segregated into: 
A. Commercial Inventories, 
B. Industrial Inventories, 
and though modern economic sociology has brought about an inextricable 
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intermingling of many of the features common to both classes, the dis- 
tinguishing marks of the first division may be given as that the merchandise 
remains substantially the same throughout its passage from vendor to buyer. 
Such is the case with stocks held by wholesalers and retailers where the 
constitution of the goods in question varies only in their quality following 
upon the impact of temporal factors. The effect of time may be noticed in 
two ways, either by a maturing of the product, as for example, cheeses, or 
by a deterioration of quality as in the case of perishable foodstuffs. Of 
course, it is necessary to appreciate the inherent natures of the goods 
themselves, and the wise accountant will avoid the error of considering 
under one classification such diverse items as builders’ hardware and fashion 
goods. 

When our attention turns to the second division of groupings, the field 
under consideration widens to an almost unlimited degree, but the follow- 
ing sub-groupings are offered as suggestions. The two variations of the 
frst division again emerge in possibilities of appreciation or depreciation, 
but demonstrated at every point of movement from raw material to finished 
product. 

Co-incident with the construction indicated, two other major factors 
affect our classifications, namely, the problem of the extractive industries, 
where raw material is continuously obtained from its source, and deter- 
mined stocks, where individual materials are associated so that the identify- 
ing features of the constituent parts become submerged in the composition 
of a new article. 

Illustrations to emphasise the above groupings can easily be found, when, 
for example, we look at the mining industry on the one hand and, say, 
pencil manufacture on the other. 

Properly a third classification can be introduced, though possibly it may 
be defined as a partition of the extracting industries; reference is made to 
the rural industries, crop-raising and stock breeding, and valuable contri- 
bution to the science of accounting can be given by those who are prepared 
to devote time and thought to the problems of standardisation and 
wiformity within these specialised fields. 

A brief survey of the industrial field will reveal that the nomenclature 
of inventories which has been adopted in this paper requires further 
subdivision. All industrial products may be said to pass through three 
stages: (a) Raw Materials, (b) Work-in-progress, and (c) Finished 
Goods; while from each of the two last named there develops a further 
dassification of Reclamation or By-products. 

Perhaps a diagramatic representation will clarify our thoughts. 


COMMERCE . INDUSTRY 
| l 





| | Tr SCt~SY 


Appreciating Depreciating Depreciating Appreciating 
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} | 
| | | 
Raw Materials Work in Progress Finished Goods 
The problems of physical inventory are not exhausted by a realisation of 
the differentials of their subject matter, and we must proceed to a con- 
Sderation of the various methods by which our objects can be achieved. 





420 THE AUSTRALIAN ACCOUNTANT OCT. 


“A cursory glance at current literature would tend to develop the idea 
that perpetual inventoriés are a panacea for all ills. However, before 
accepting such a dictum, let us consider what is meant by the phrase 
“perpetual inventory,” and immediately we encounter conflicting opinions, 
One authority states that by the phrase is meant simply a complete stock 
ledger ; others refer to periodic checks against book records, while others, 
again, refer to the continuous counting and checking of a certain pro- 
portion of stock throughout the financial period. Bearing in mind the 
definitions mentioned in the earlier part of this study, the term “perpetual 
inventory” would seem to mean a detailed list of materials or goods, 
continuously maintained and verified with actual holdings at periods so 
frequent in their incidence as to disprove of the necessity for a separate 
check at the end of a fiscal period. 

Now an examination of the definition will show the emphasis to be on 
the continuity of maintenance, and elimination of period-end checking, and 
if these facts are related to some of the situations calling for inventory 
control the fallacy will be realised of a superficial assent to the alleged 
superiority at all times of perpetual inventories. 

In those circumstances where the stock consists of a large number of 
items, each of which is easily identifiable, and whose turnover is reasonably 
rapid, we have conditions which lend themselves admirably to perpetual 
inventory applications. Engineering stores may be cited as an example of 
this class of activity. 

Metal industries of the heavier type, however, present problems of 
material handling and storage which preclude the frequent counting of 
items—for example, it is not practicable to weigh large quantities of raw 
minerals monthly. Again, stocks of primary products may be located and 
held in a manner which would present insuperable obstacles to any attempt 
to effect periodical counts. A retail store where movement of stock is too 
rapid for individual item records is a further illustration of the fact that 
perpetual inventories are not universally applicable, and in the instances 
given, the most satisfactory methods would be in the form of an annual 
physical count, supported, of course, by well-kept records. 

Various industries provide special problems for those who desire to 
make quantitative surveys of stocks in hand; some chemical processes, for 
example, result in the manufacture of products, at certain stages, which 
by the effluxion of time or under prescribed conditions change their 
constituency and volume, and physical evaluation must depend on the 
determination of observed results when pertinent factors are allowed to 
operate in controlled situations. 


Control Principles 

Preparation for inventory control must follow the management prin- 
ciples previously enunciated, and pre-planning is a pre-requisite of efficient 
operation. The success of any system of control will depend on four 
factors : 


(a) Clear delineation of method and route. 

(b) Design of forms and reports to record clearly what should happen 

and what is happening. 

(c) Provision for effective action to correct disturbances. 

(d) Co-ordination of operations with related functions. 

Nothing is more conducive to weak control than lack of clarity in 
handling methods. “What happens to these things?” is very often the 
initial stage of a drama which is completed only when some inquisitive 
person in the distant future discovers a dust-begrimed container, and 
satirically remarks on the magpie-like tendencies of long-dead buyers. 
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Stock Routing 

A summary of the important points of stock routing can well be noted. 

1. Delegate authority clearly and make responsibility co-terminous. 

2. Designate channels of movement. 

3. Prevent unauthorised ingress and egress. 

4. Concentrate receiving depots. 

5. Insist that physical handling facilities be adequate. 

The location of authority will vary from organisation to organisation, but 
the following divisions are suggested as existent in all cases: 


(a) Authority for initiation of requirements procurement. 

(b) Authority for handling of stocks. 

(c) Authority for use of stocks. 

(d) Authority for payment for stocks. 

Planning for requirements may be in the hands of a budget committee, 
or may be left to the discretion of an individual executive, but there must 
be some person responsible for the actual procurement, whether it be 
Buyer, Production Manager, or Stores Comptroller, and failure in this 
regard will lead inevitably to duplication or short-ordering. 

When goods arrive, either from outside suppliers or from internal 
sections of the organisations, again there should be some officer responsible 
for the acknowledgment and disposal. The position in a large company 
may be filled by a senior executive in charge of a materials division; in a 
small concern the duty may devolve upon an individual member of the 
stores staff ; but whatever the particular circumstances, that authority must 
be absolute—vitiate it and within a very short time materials are scattered 
everywhere, and their condition allowed to deteriorate without restraint. 

The success of more than one industry is based on the proposition that 
people waste more than they use, so that proper control over consumption 
is fundamental to effective stock handling. Materials should be released 
for use only on the receipt of correctly authenticated documents, and these 
in turn should be issued in accordance with pre-determined production 
planning requirements. 

Accountants in public practice know. the difficulty of expenditure veri- 
fication, and methods of internal check have to be relied upon to some 
extent. Within an individual organisation, however, it is not uncommon 
to find that signatures are accepted without question. The executive who 
would exercise control must be prepared to go behind mere presentation, 
and enquire into relevancy and adequacy; emphasis therefore is given to 
the necessity for intelligent operation of any vouching system in use. Again, 
however, authority within its particular confines must be absolute, and the 
routine used should always be such as to provide for this aspect. 


Channels of Movement 

Using one of our title words, attention is drawn to the fallacy of the 
assumption that all materials must go through a central store. Experts in 
the management field have long demonstrated the effectiveness of move- 
ment economy, and any routing method should be planned to eliminate all 
but essential shifts. Two reasons exist for this statement. Firstly, every 
effort required which is not directly productive increases cost ; and secondly, 
handling inevitably means wear, and possibly deterioration. 


Plan all stock movement so that— 


(a) Materials move as directly as possible to place of use. 
(b) Materials are handled as few times as possible. 
(c) Materials reach place of use when required, not before or after. 
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It is important to note that routes should be planned, and directions 
concerning channels of movement clearly understood by all concerned. If 
the nature of the product calls for parts and sub-assemblies, then the 
Production Department should plan factory activities to co-ordinate results 
of the various divisions. The destination of the different items should be 
clearly indicated, and preparations made in advance for their reception. 


Storage 

Provision of storage facilities which minimise the risk of pilferage and 
loss is not necessarily a reflection on the personnel or on the community 
as a whole, but engenders a sense of responsibility and value which might 
not otherwise be evident. If an employee sees that materials are carefully 
stored, and accounted for, he supposes that these materials are in themselves 
valuable, and when he handles them is less likely to be careless in their 
use and disposition. Stores construction, therefore, should be of a kind 
and quality which prevents movement of stocks by illegal means. The 
scope of this paper does not allow for a detailed discussion of stores 
buildings and facilities, and it is sufficient to note that the type and variety 
of materials in use should be carefully studied when making preparations 
for the most efficient performance of this function. Attention, however, 
may be drawn to one particular aspect of the problem, namely, arrange- 
ment of bins, shelving, etc., in such a manner as to facilitate the extraction 
for use of the oldest stock first, and care should also be taken to see that 
materials are packed in a similar manner. Apart from any question of 
valuation, natural bias suggests the use of the freshest stock, and unless 
close supervision is exercised there is a cumulative tendency to avoid 
material which would appear to have been on hand for some time. 

Executive planning for the disposition of materials and stores often fails 
because of a failure to appreciate differences in constituency between 
different classes of goods, while the control of stocks is made much easier 
by suitable concentration of receiving and storage depots. 

The decentralisation of stores may be found very advisable to minimise 
material handling to point of consumption, but this procedure can be carried 
too far. Each segregation of items demands additional supervision as well 
as containers and storage space. Again, concentration of stores centres 
may eliminate unnecessary trucking to assemble related components or 
materials. 

Few greater fallacies exist than the supposition that manual labour is 
cheap. A cursory examination of numberless warehouses will reveal 
methods of stock-handling which may have been quite satisfactory in 
pioneering days, but now are hopelessly inadequate. Management is not 
without a great deal of blame in this regard and its refusal to introduce 
modern and adequate stock-handling of equipment is a fruitful source both 
of labour unrest and material deterioration. 


Design of Forms 

Any consideration of control techniques would be incomplete without 
some mention of the forms used to convey information and instructions 
from one stage to another. Two dangers are apparent, and the good 
executive must steer his course midway between a system of cumbersome 
detail, choked with a multitude of beautifully designed sheets, and a routine 
which, by the inadequacy of its records, keeps hidden information vital to 
the successful operation of the stock control function. The following 
summary is made to suggest some of the more important features of form 


design : 
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Carefully tabulate all data which is required to be recorded. 
Schedule all instructions necessary for the correct recording of the 
data. 

Consider the most effective way of presenting the data. 

Design the form to incorporate the above features. 

Investigate to what extent one form can serve more than one purpose. 
Standardise shapes and sizes as far as possible. 

Make effective use of carbon copies. 

Avoid multiplicity of colours. 

Consult with your printers regarding the most economical sizes and 
quantities to use. 

If the principles of control thus briefly outlined have been correctly 
applied there remains yet the problem of effective action. The real 
executive is not concerned greatly with routine—his attention should be 
directed for the major part to exceptions, and no method of stock handling 
is of value unless it provides, quickly and accurately, a vivid picture of 
movement—just where actual occurrences differ from planned operations. 

Special emphasis is given to the subject of variances from pre-determined 
objectives, as it is of little avail for a stock control function to pride itself 
on a perfect reconciliation of book figures and physical stock, to produce 
neatly tabulated statistics at the end of a period, if due to lack of effective 
action at the appropriate time on the part of those in authority, losses could 
have been avoided, other functions assisted and the overall objectives of the 
organisation brought nearer of achievement. In all cases, then, make sure 
that the factors operating in the inventory control division are considered 
and dealt with in a manner which definitely assists in the discharge of its 
primary purpose—effective stock control. 

Some managements are obsessed with the need for meticulous accuracy 
in the accounting for all stock movements, but a sense of proportion must 
be maintained. By all means keep accurate records, but if the balance is 
to be struck between a detailed history of the usage of each individual 
pennyworth of goods and a prompt disclosure of a growing over-investment 
in slow-moving stocks, let there be no hesitation as to the course to pursue— 
“penny wise and pound foolish” is a very old but very pregnant adage. 


Co-ordination of Viewpoint 

Some of the statements made in our brief study may seem to be far 
removed from the title of our lecture, but an attempt has been made to lift 
the subject from its somewhat cold and forbidding environment to a place 
more worthy of the further thought and study of those who should be 
intimately concerned with its wider implications, and note is made of the 
importance of the subject matter in its relationship to the different indi- 
viduals who from time to time must give it their attention, namely, the 
professional accountant, who is primarily concerned with the effect on his 
verification of asset position, the financial administrator who must study 
the matter in its bearing on company policy, the production executive, who 
faces the problem of consistent and equated output, and finally the economic 
community generally whose interests are bound up with the quantitative 
and qualitative aspects in their bearing on the welfare of the body politic. 

Space forbids the mention of one other type of stock-taking, but the 
writer ventures to suggest that the immediate future will stress the tremen- 
dous importance of stock-taking in its application to personnel problems. 
The labour audit, with all its psychological implications, is a vast study of 
its own, but perhaps management in its wisdom may realise that the making 
of a better community of human beings is just as valuable as the physical 
and monetary evaluation of stock-in-hand. 
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Correspondence 


3 Station Street, 
Homebush, N.S.W. 
18th July, 1946. 
The State Registrar, 
Commonwealth Institute of Accountants, 
361 Collins St., 
Melbourne, C.1. 
Dear Sir, 

I wish to take this opportunity of expressing my deep gratitude to 
your good self and to your Institute for affording me the facilities 
whilst a Prisoner of War in Germany, of studying and sitting for the 
qualifying examinations. 

In addition to the results to be obtained from actually passing the 
examinations, the moral and mental benefit so achieved in such sordid 
surroundings as a prison compound can only be really appreciated 
by those who have experienced those circumstances. 

I have intended writing to you before, but in the “hurley-burley” of 
the change-over to civilian life, things have rather been at sixes and 
sevens, but though belated, please accept my sincere and deep gratitude. 

I hope to continue my studies, and with this end in view have entered 
an application with your N.S.W. State Registrar. 

Yours sincerely, 
(Sgd.) R. F. WILKINS. 

(Ex-N.X. 5245, Lt., A.I.F., and P.O.W. 83 Oflag VIIB.) 





The Teaching of Accountancy 
By L. GoLpBERG, M.COM., A.I.C.A. 


II. THe Functions oF AccouNTING. 

It is not sufficiently recognised — perhaps even by accountants them- 
selves —that the scope of accounting has been widened enormously 
over the past three or four decades. So many people are still apt to 
regard accounting as equivalent to an advanced stage of routine book- 
keeping that its enlarged functions and fuller potentialities are not yet 
generally recognised and accepted. And failure to discriminate between 
the distinct functions involved in the practice of accounting may be 
responsible for some confusion in its teaching. 

The term accounting covers four distinct functions, namely, record- 
ing, reporting, interpreting and designing. 

One of the objects of accounting — fundamental but not all-embracing 
—jis to record transactions. From this point of view accounting is a 
statistical procedure, involving the sorting of data into categories, their 
summation in terms of a common unit and their collection in relation 
to each other (for example, the matching of costs and income, or the 
marshalling of assets and liabilities). The recording function covers 
the technique of double-entry bookkeeping, which involves the considera- 
tion of each transaction in isolation from all others, the determination 
of its effects on the elements of the accounting equation and its notation 
in an appropriate book of originating entry for summation and classif- 
cation in appropriate ledger accounts. That is, the application of the 
recording function involves a translation of varied transactions into a 
uniform, technical form (journal entry or its equivalent in journal sub- 
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division entries) suited to the subsequent processes of summation and 
classification. This recording of financial transactions and operations 
is a basic part of the scope of accounting. 

The refinements and presentation of information constitute in account- 
ing, as in statistics, a distinct function — what may be called the report- 
ing function. This function controls, or should control, the recording 
system — the nature and scope of the reports required by owners and 
managers should determine the nature and extent of the records kept. 
In exercising the reporting function matters of form and presentation 
of information are of paramount importance, particular attention and 
emphasis being paid to the arrangement and grouping of items in the 
reports in order to indicate significant relationships. The principal 
general purpose reports in accounting*are the Revenue Statement or 
Profit and Loss Account, and the Balance Sheet or Statement of 
Resources; a useful supplementary statement which, in my opinion, 
should be used (and taught) more widely is the Statement of Sources 
and Disposition of Funds. 

The function of interpretation involves analysis of information made 
available from the recording and reporting processes. Its performance 
necessitates the calculation and application of statistical measures — 
percentages, ratios, index numbers and so on — besides an appreciation 
of the limitations as well as the purport of the principal financial state- 
ments examined. 

The designing function is closely related to both reporting and record- 
ing —the form, content and frequency of the accounting reports are 
the dominant factors which should be considered in designing an 
accounting system, that is, in planning the technical procedure of record- 
ing. For example, the classification of items in the accounting reports 
should be reflected in the arrangement of ledger accounts and in the 
design of the various books of originating entry and_the original record- 
ing documents. 

As the distinction between the recording and reporting functions is 
the one most likely to become somewhat blurred, some examples to 
illustrate this distinction may be apposite. 

There are, for instance, a number of points of difference between 
(a) the Trading Account and the Profit and Loss account which are 
raised in the ledger and (b) the Trading and Profit and Loss Account 
prepared as an accounting report. The former are raised as the result 
of closing entries, and while, if a logical classification of ledger accounts 
is in use, the items are arranged therein in a satisfactory sequence, they 
are not necessarily grouped or classified; whereas in the latter, since 
it is prepared as an accounting report, for the consideration of owners 
or managers, a logical basis of grouping and classification of items is 
essential if it is to convey to the reader in a convenient form the informa- 
tion which it contains. This involves the application in the report of 
a recognised basis of classification (for example, the functional basis 
for expenses), the use of group headings and the extension of group 
totals. In the ledger, the Trading account of one period follows, as in 
the case of any other account, the Trading account of the previous 
period, each being closed off to the relevant Profit and Loss account 
by the ordinary process of closing entries; in the presentation of 
accounting reports the Trading Account for any period is followed by 
the Profit and Loss Account for the same period. Similarly, the ledger 
accounts are headed simply, “Trading Account” and Profit and Loss 
Account” and the period covered is indicated by the use of dates in the 
account itself, whereas the accounting reports should clearly indicate in 
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their title the period covered, such as, “Trading Account for the Half- 
year Ended 3lst December, 19..”. 

Another point of difference is that the ledger accounts normally 
show debit and credit items only, whereas in the accounting report some 
items may be shown as deductions from others in order to emphasise 
significant results and relationships. Returns Inward may be shown in 
the ledger, for example, as a debit; but in the accounting report the 
amount should be treated as a deduction from Sales in order to show 
net sales. Similarly, closing stock is normally shown in the ledger as 
a credit in Trading account or Merchandise account; in the accounting 
report it should be deducted from the total of opening stock, purchases 
and manufacturing costs (if any) to give cost of goods sold. 

Thus, the accounting report isnot merely a copy of the ledger account 
which may bear the same name; it is a re-arrangement, modification and 
in some cases an amplification of the ledger account. If a Cost of Goods 
Sold account is used in the Ledger, the ledger Trading account will 
contain merely the amount of Cost of Goods Sold on the debit side 
and the amount of Sales on the credit, the difference representing gross 
profit. But in the accounting report prepared to show the same result 
the items such as opening and closing stock, purchases, manufacturing 
costs and so on which make up the cost of goods sold should be 
included in order to give adequate information to the persons for whom 
the report is prepared. To illustrate, take the following ledger accounts. 


PURCHASES 


2... 19.. 
Jan. 31 To Creditors .. £640 Jun. 30 By Merchandise 


Feb. 28 _,, y .— — Afe...... BE 
Mch. 31 __,, i » oe 
Apl. 30 __,, .. 610 
May 31 __,, a .. 650 
Jun. 30 ‘ . 


£3,130 


MERCHANDISE 
19.. 
To Stock on Jun. 30 By Stock on 
Hand .. .. £1,840 Hand .. .. £1,700 
, Purchases . 3,130 a , Cost of 
Goods Sold 3,210 


—___- 


£4,970 £4,970 


StocK oN HAND 


19.. 
To Merchandise £1,840 Jan 1 By Merchandise £1,840 


1,760 


Cost oF Goops Sop 
19.. 
To Merchandise £3,210 Jun. 30 By Trading A/c £3,210 
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TRADING ACCOUNT 
19.. 19.. 
Jun. 30 To Cost of Jun. 30 By Sales 
Goods Sold £3,210 
Jun. 30 ,, Profit and 
Loss 
(Gross Profit) 1,140 


£4,350 £4,350 


The accounting report prepared, in account form, from these accounts 
would appear as follows: 


TRADING AccouNT FoR HALF-YEAR ENpeD 30TH JuNE, 19.. 
Stock on Hand 1/1/19.. £1,840 a 3a So oe os 46: eo ee 
ee 
4,970 
Less Stock on Hand 
30/6/19. . 
Cost of Goods Sold .. 
Gross Profit .. 


£4,350 


It is, fh many respects, a pity that the “account form” of report has 
been so widely adopted in practice and so widely used in teaching, as it 
has undoubtedly had an effect of confusing the two functions of record- 
ing and reporting. A growing appreciation of the distinction between 
these functions is evident in the tendency in Australia in recent years 
towards more informative reports and published financial statements. 
Emphasis in teaching upon the narrative form of report would do much 
towards deepening this appreciation and strengthening this tendency. 

As another example, the treatment of bad debts and the raising of a 
provision for doubtful debts may be examined. Bad debts should, of 
course, be written off as soon as they are known to be uncollectable, 
the entry required being a debit to Bad Debts account and a credit to 
Debtors’ accounts or, if control accounts are in use, a credit to Debtors’ 
Control account with memorandum credits to the individual personal 
accounts in the debtors’ ledger. When it is desired to make provision 
against doubtful debts the entry involves a debit to Doubtful Debts 
account and a credit to Provision for Doubtful Debts account. 

The debits in both Bad Debts and Doubtful Debts accounts represent 
actual or expected losses and are transferred to Profit and Loss account 
along with the other debit items as part of the procedure of closing the 
accounts. In the accounting report both items should be shown. 

Little difficulty is experienced in the first accounting period in which 
these items arise, but confusion in treatment often arises in the minds 
of students when bad debts are incurred in subsequent periods after 
a provision for doubtful debts has been raised. Suppose for example 
that the trial balance of a firm includes a credit balance in Provision 
for Doubtful Debts account of £400 (created in a previous period) 
and a debit in Bad Debts account of £360. The debit in Bad Debts 
account has its corresponding credit or credits in Debtors’ Control 
account, but if the provision for doubtful debts is to fulfil its function 
it should be debited with the amount of bad debts incurred. The follow- 
ing journal entry is therefore required at the end of the accounting 
period : 
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Provision for Doubtful Debts Dr. 360 
To Bad Debts 360. 
This is, in effect, a closing entry. The effect of posting the debit side of 
this entry is to show clearly in the ledger the extent to which the pro- 
vision previously created has been adequate. In the present instance it 
has been sufficient to cover the bad debts written off during the period 
with £40 to spare. 

If a provision for doubtful debts of, say, £450 is deemed desirable 
on the debtors’ accounts outstanding at balance date, it is necessary 
to raise the following additional entry: 

Doubtful Debts Dr. 410 
To Provision for Doubtful Debts 410. 

The debit side of this entry is posted to a Doubtful Debts account 
and subsequently transferred, as part of the closing procedure, to 
Profit and Loss account. The credit, posted to the Provision for Doubt- 
ful Debts account, will, when taken’ with the available credit balance in 
the account of £40, make up the £450 required; this will be shown asa 
deduction from the item Debtors in the balance sheet. 

This procedure will have fulfilled the recording function, but in 
carrying out the reporting function another factor must be considered. 
The Profit and Loss Account or Statement as an accounting report 
should present all the significant items that it is reasonably practicable 
for it to contain and as the amount of bad. debts written off during 
a period often has a high degree of significance it should be shown 
distinctly in the report. Hence the difference between the following 
treatments. 

(a) In the Profit and Loss account in the ledger the following item 
will appear: 
Doubtful Debts 410 
(b) In the report, whether a Profit and Loss Account or a Statement 
of Profit and Loss, it should be shown thus: 
Bad Debts Written Off 360 
Increase in Provision for Doubtful 
ED ho. wae ae" We: SSS be ae ee oe 
410. 

A corresponding treatment would apply to taxation and provision for 
taxation and similar items. 

To take another example, the treatment of a sole proprietor’s drawings 
and capital in the ledger can be seen from the following accounts: 


W. Scotr CurrENT ACCOUNT. 
July/June To Drawings . June 30 By Net Profit 
(Cash) .. .. £768 (transferred 
June 30 », W. Scott from Profit 


Capital .. 252 and Loss 
Account) . . £1,020 


£1,020 £1,020 


W. Scott CAPITAL 
June 30 To Balance .. £6,012 July 1 By Balance .. £5,200 
J ee iia + 500 
June 30. _,, Net Incre- 
ment 
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In the Balance Sheet these details would be set out as under: 


W. Scott CapiTaAL 


a U.S 
PT es ack ew. ee es 500 


5,760 
AGG Tees tet yer... .. ss ss os OD 


6,780 
Be CD is 64> 00> du 0 lenne: * 
—— £6,012 


These examples should be sufficient to indicate that, in exercising the 
reporting function, particular attention must be paid to the manner of 
presentation of all relevant information. The objective’ should be to 
make every report convey the maximum significant information at the 
minimum cost of effort on the part of the reader. On the other hand, 
the’ recording function is the technical province of bookkeeping; book- 
keeping is thus a part, admittedly an important part, but by no means_ 
the whole of accounting. 

The interpreting function involves analysis of the results shown in 
accounting reports. The efficacy of interpretation depends in great 
measure on the adequacy of the financial statements — it is impossible 
to analyse fully or interpret properly reports which do not fairly present 
significant information or are not capable of re-arrangement to yield 
such information. In addition, however, intelligent interpretation 
involves a knowledge and appreciation of the basic conventions and 
doctrines which are applied in recording transactions and preparing 
reports ; the interpreter must be alive not only to the scope but also to the 
limitations of accounting records and reports. 

In discussing the functions of accounting the question of the unit 
adopted inevitably arises. The unit common to all financial transactions 
is the unit of currency in terms of which the transactions take place. 
So far as the recording and reporting functions are concerned, variation 
in the unit is not important, that is, a specious consistency only is 
necessary ; so far as the designing function is concerned it is irrelevant. 
But variation may become vitally important when the interpretative 
function is being exercised, and conclusions to be drawn from examina- 
tion of accounting reports or recorded transactions may be materially 
influenced by this consideration. 

_ In brief, the bookkeeping and accounting processes involve the follow- 

ing steps: 

|. Isolation of each financial transaction. 

2. Interpretation ofeach transaction in terms of its effects on the 
terms of the accounting equation— Assets equal Liabilities plus 
Proprietorship. 

3. Translation of each transaction into a uniform technical pattern. 

. Summation of like transactions in journal subdivisions. 

). Classification of transactions in ledger accounts. 

. Checking of arithmetical accuracy by means of a trial balance. 

. Preparation of periodical financial statements from the ledger 
accounts. 

§ Analysis and interpretation of these statements in order to detect ten- 
dencies and to assist in forming future policies. 
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Modern Cost Accounting Techniques and Industrial 


Efficiency 
By A. A. FiTzGERALp. 


(A paper delivered at the Adelaide Conference of the Australian and 
New Zealand Association for the Advancement of Science, August, 


1946.) 


1. GrowtH oF Cost ACCOUNTING. 


Cost accounting is not much more than sixty years old. In that time 
it has had a chequered career; its growth has been spasmodic rather 
than steady, and even to-day it is not as popular amongst industrial 
managers as might be expected. A brief account of its origins, the im- 
pulses which have stimulated its development, and the forces which have 
retarded it may help to explain why its potentialities for improve- 
ment of industrial efficiency have not yet been fully realized. 

A form of cost keeping for manufacturing industry was first sug- 
gested by an engineer, Charles Babbage, in 1832.1 The suggestion does 
not appear to have evoked much interest amongst manufacturers at the 
time, and it was fifty years later before there was much (if any) cost 
keeping practice. Nor was the idea taken up by accountants. On the 
contrary, when the first English book on the subject was published in 
1887,? it had a cold reception from the accountancy profession. The 
review in The Accountant of the first edition dismissed it summarily 
as “more theoretical than practical. . . . pedantic and involved in the 
nature of a work on political economy.”* -At this time the young 
accountancy profession, which was developing rapidly under the stimulus 
of Companies Acts and Bankruptcy Acts, was concerned entirely with 
safeguarding the interests of proprietors and creditors; it had not yet 
been called upon to press accounting into the service of industrial 
management. 

Nevertheless, in course of time it came to be realized by professional 
accountants that “post-mortem cost finding” could be used to assist in 
solving one of the pressing problems of financial accounting — the valua- 
tion, for balance sheet purposes, of stocks of manufactured goods and 
work-in-progress. This kind of cost accounting slowly gained favour 
under the sponsorship of accountants and resulted in many cases in the 
setting up of expensive cost accounting sections concerned with the 
preparation of a vast amount of detailed information relating to past 
operations, most of which was never used and little of which could be 
effectively used in improving industrial efficiency. Naturally, many 
manufacturers who had installed such systems eventually reached the 
conclusion that cost accounting was a device for consuming profit rather 
than adding to it. Others, less ready to adopt possibly expensive inno- 
vations, were discouraged by the experience of their neighbours, and 9 
1. M. V. Hayes: Accounting for Executive Control, p. 16. 

2. Garcke and Fells: Factory Accounts, in which the basic theory and methods of ret 
spective cost accounting as it is practised to-day were described. Note that one of the 
authors was an engineer, the other an accountant. 

R. S. Edwards: The Rationale of Cost Accounting. (Some Modern Business Problems). 

See. e.g., G. Charter Harrison: Standard Costs, p. 5. for an account of an _ incident 
in which a cost section employing 100 clerks was unable to supply information as & 
the cost of a particular model of cash register because of “the immense amount of 
detail work required in the operation cf the system.” Later. using a different system. 


entirely satisfactory results were obtained with a cost staff numbering 20, despite 
great increase in the variety and complexity of the products manufactured. 
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this first impulse to the development of the practice of cost accounting 
died. 

As G. Charter Harrison (an American accountant with extensive cost 
accounting experience), writing in 1930, put it— 

“Tt used to be the favorite pastime of the old-time accountant to 
point with horror at the large percentage of manufacturers who 
were so foolish as to endeavour to operate their business either with 
no cost system at all or with one so rough and ready as not to be 
worthy’ in his opinion of the name of system. It never seemed to 
occur to this critic that there might possibly be a reason why a large 
body of practical men refused to introduce the accepted cost methods 
into their businesses — that his refusal might be due not to lack of 
progressiveness but to a deliberate and carefully thought out judgment 
that the advantages to be gained from the cost methods so highly 
recommended were not of sufficient value to offset the expense of their 
acquirement, . . . in general the average manufacturer is willing enough 
to spend money for innovations if he is fairly well satisfied that he will 
obtain an adequate return for his investment. . . . He usually decided 
to spend his money on something from which he was more certain of 
receiving a substantial return.” 

Meanwhile, in the first decade of the twentieth century, the engineers 
of the “Scientific Management” school in U.S.A.—F. W. Taylor, 
Harrington Emerson, H. L. Gantt and others—had been developing 
the engineer’s concept of cost accounting as a method of setting 
standards and measuring the relation between standards and accomplish- 
ments. Cost accounting systems of this type — known to-day as standard 
wst systems — were, naturally enough, operated at first and for some 
time only in the largest industrial units.> Little interest was shown by 
professional accountants in the new developments, and cost accounting 
of a kind adapted to the needs of management engineers seemed likely 
at this time to develop as an engineering function, entirely divorced 
from financial accounting. So marked was the divergence in outlook 
tween the engineer and the accountant that, in 1921, G. Charter 
Harrison declared— 

“That form of cost accounting which views costs in the retrospec- 
tive sense solely, which does not consider costs in relation to standards, 
and is not concerned with determining the causes underlying cost varia- 
tion, is hopelessly at variance with the progressive trend of modern 
industrial thought. No real progress will be made till the accounting 
profession awakens to the fact that, like Rip Van Winkle, it has been 
asleep for 20 years.” 

Harrison’s own book, “Standard Costs,” published in 1930, was the 
irst book dealing with the method of standard costs, but for some 
years before then considerable interest had been shown in the subject 
ty industrial managers and the members of the National Association 
of Cost Accountants. The impact of the depression on manufacturing 
mdustry and the search for means of eliminating waste in industry 
during the nineteen-thirties crystallised this growing interest and, by 
1939, there was a slowly but surely growing tendency —in Australia as 
well as in U.S.A. and England —to replace the old retrospective cost- 
inding systems by one or other of the systems of cost-analysis, known 
% standard cost systems. 

The depression had another notable influence on cost accounting theory. 
itled inevitably to a re-examination of accepted practices in the treatment 
indirect costs and to questioning whether cost accounting should 
tt be a statistical procedure designed primarily to provide information 
required (rather than as a continuous accounting process) as to the 


i. It is interesting to observe, however, that one of the earliest applications of the system 
in Australia was in the Commonwealth Clothing Factory, in which a form of standard 
tost system for labour cost was in use as early as 1913. 
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minimum prices at which additional work could be undertaken. This, 
for example, was the main theme of a lecture delivered in 1937 at the 
London School of Economics by Ronald S$. Edwards, who contended 
that there were three lines of approach to the costing problem— 

“Firstly, information is necessary to enable the most profitable out. 
= to be decided. This depends on marginal revenue and marginal 
oS 

Secondly, information is necessary to ensure that the proposed out- 
put is produced at the lowest cost possible for that output having regard 
to the facilities available. . . . 

Lastly, there is the book-keeping problem of deciding how best to 
deal with the first two questions, having in mind that collecting informa. 
tion costs money.” & 

The stage that had been reached in the evolution of cost accounting 
prior to the war may thus be summarized as follows :— 


1. Retrospective cost-finding methods, expensive to instal and operate 
and of doubtful value, were the most commonly used cost account- 
ing systems ; 

Standard cost systems were growing in popularity, but were 
operated by a relatively small proportion of those concerns who 
used cost accounting at all;7 


Probably — though it has not been possible to discover any statis- 
tical data to support this statement — the great majority of indus- 
trial concerns, in Australia at all events, used no systematic 
method of collecting information as to costs ; ® 


There were rumblings of dissatisfaction in various academic (and 
some practical) corners concerning the effort made by cost 
accountants “to arrive at total cost by building up complicated 
and delicate oncost structures which depend on arbitrary assump- 
tions.”® These rumblings, however, had not had any noticeable 
effect on practice. In most cases, the cost accountant’s carefully 
constructed walls still stood. 


It may be added — though this aspect is beyond the scope of this paper 
—that a degree of interest had been shown in the possibilities of apply- 
ing standard cost. methods to the study of distribution costs, but little 
or no evidence of an inclination amongst Australian business managers 


to tackle this problem. 


II. THe Errects oF War CONDITIONS ON Cost ACCOUNTING 
PRACTICES. 


It is, of course, too soon yet to estimate the likely net effect of 
wartime developments on cost accounting, but there is reason to feat 
that in the long run it will be found that those developments have cor- 
stituted a serious interruption to progress in cost accounting technique 
and to the growth of the practice of systematized cost accounting. 


6. R. S. Edwards: The Rationale of Cost Accounting. (Some modern Business Problems), 
p. 298-9. 

7. A research study in 1945 by the Victorian Division of the Australasian Institute of Cot 
Accountants showed that 78 industrial concerns in Victoria out of 248 examined used 
standard costs: Cost Bulletin No. 2, 15/12/45, The Australasian Institute of Co 
Accountants. ie 
In a discussion on Cost Accounting at the Australasian Congress of Accounting ™ 
Melbourne in 1936, W. T. Charge ventured the opinion that “not 20 per cent. of mane 
facturers know accurately their costs”: Proceedings of the Australasian Congress * 
Accounting, p. 205. In 1930, in a lecture to the N.S.W. Division of the Australasia 
Institute of Cost Accountants, T. D. Hadley said—“From my own personal observation 
in numbers of factories throughout Australia it is apparent that much has yet to 
done before manufacturers will take full advantage of the savings which c# 
accountancy gives them the opportunitiy to make . . . Seldom do you find a plan, the 
product of a careful analysis of the peculiar requirements of the factory in question. 

9. R. S. Edwards: The Rationale of Cost Accounting, p. 294. 
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When Governments became the main customer of manufacturing 
enterprises they were able (and indeed obliged) to call the tune to 
which the cost accountant danced. The major concern of the procure- 
ment departments was to ensure that prices charged by contractors for 
gecific contracts were based upon the costs of those contracts and 
reasonable profit margins. The major concern of price control authorities 
was similar. Hence, though the immediate effect was that many manu- 
faturers who had previously shown no interest in cost accounting 
were forced to instal cost systems, the objective of the systems which 
they were required to operate was cost-finding rather than cost analysis. 

For example, Standard Conditions of Cost Applicable to Contracts on 
a Cost-plus Basis issued by the Australian Department of Munitions 
contained the following clause— 

“The contractor shall allocate a job number or, if necessary, separate 
job numbers, for the work to be performed under the Contract, and 
such job number shall appear clearly on all accounts, invoices, records 
or other documents relating to the contract. The contractor shall keep 
an account for each job... .” 

These standard conditions were extensively used not only for con- 
tracts on a “‘cost-plus” basis but in other contracts in which price deter- 
mination was dependent on the ascertainment of cost. 

The type of cost accounting thus required was precisely that type 
which had brought discredit on the accountant’s concept of the purposes 
of cost accounting in its early days and which had been shown to be 
unnecessarily expensive and lacking in usefulness for cost control 
purposes. !° 

Not only did these conditions promote new installations of the retro- 
spective cost-finding type, but there is reason to believe that they 
enforced a reversion to that type in many cases in which standard 
costs systems had previously been operated. In 1943, a survey by the 
Research and Technical Service Department of the National Association 
of Cost Accountants in U.S.A." disclosed a distinct tendency towards 
ihe substitution for standard costs of job or process cost systems or the 
super-imposition of job and process costs on standard cost systems. 

The hope is that those who have temporarily discarded standard cost 
systems will return to them and that those who have become accustomed 
during the war for the first time to the idea of cost accounting of any 
kind may use the systems they have been forced to instal as stepping 
stones to more effective methods; the fear is that, as part of the revul- 
son from wartime controls generally, many of the new installations 
will be scrapped as quickly as possible and at a cumulatively increasing 
rate if it is discovered that the cost of costing is too great for the value 
of the information obtained. 

This revulsion from enforced cost accounting is already evident. Last 
year, R. A. Witty, the President of the Incorporated Society of 
Accountants and Auditors in England, said— 

“We must be careful not to over-elaborate the technique of costing 
by insistence upon forms with adjustments and apportionments which 
could only be comprehended by a few. In many cases it is still possible 
to frame the normal financial books and accounts in such a way that 


they give the most important and vital information as to costing, or 
they can be easily broken down for this purpose.’ 


| It is not intended to suggest that the departments were at fault. Insistence on retro- 
spective cost finding methods was an u idable incident of a policy directed to profit 
limitation rather than cost reduction: in turn, such a policy was probably inescapable 
in ~~ crac in which the production of even sub-marginal firms had become 
essential. 

. Practice in Accounting for Continuing Expenditures arising from Wartime Production: 
N.A.C.A. Bulletin, Vol. XXIV, No. 15, Sect. iii, April 1, 1943. P 
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Commenting on this statement in an article in The Accountants 
Magazine, Edinburgh, R. W. Moon questioned whether industry in the 
future can stand the swollen costs caused by the multiplicity of forms 
and paper work that has grown up, and asserted that the wartime 
methods have produced an “extraordinary array of office paper work 
commercial bureaucracy, and arm-chair control on the business and 
administrative side.” 1" Oddly enough, it is standard cost systems which 
he says have proved to be expensive luxuries and which have been 
widely introduced as though companies were in business to support the 
system, instead of the system functioning to support the efficiency of 
the company. It appears that there may be some misunderstanding 
here. If, as suggested by Mr. Moon, there has been an extensive adop- 
tion of standard cost methods in England, experience there has been 
the reverse of that in U.S.A. If complaint is justifiably directed against 
the over-elaborate nature of standard cost systems, there must haye 
been much faulty installation and—as Mr. Moon suggests — lack of 
understanding of basic theory and technique. Standard cost systems, 
though sometimes costly to instal, are much simpler and more economical 
in operation than retrospective cost systems. 

Possibly the expression standard cost methods is not used in the 
technical sense but refers to standardized cost methods applied without 
regard to differences in the size and organization of industrial units. 

It will be noticed, also, that the revulsion is against any form of 
costing except that which is a mere extension of financial accounting. 

So far as Australian experience is concerned, M. V. Anderson says— 


“On the one hand, the demand’ for costing dats by Government 
authorities has required more attention to cost accountancy principles 
than ever before, and firms which had never installed a cost system 
were compelled to arrange for a system of costing to suit their require 
ments. On the other hand, it cannot be said that the expenditure of all 
this time and energy and money, including the setting up of special 
sections in the Ministry of Munitions and other Departments, has con- 
tributed anything to the theory of Cost Accounting. It may be said 
that the reverse was the case, because the greatest emphasis was placed 
on job costing.” 1° 

In U.S.A. a more satisfactory development has taken place in 
accounting for indirect costs. There has apparently been a growing 
practice of segregating various types of indirect costs and charging 
them to costs on a basis different from that used for departmental 
overhead. In the past, the practice has generally been to spread all 
indirect costs in proportion to either time or direct labour cost by 
using an inclusive expense rate. It is clear that many indirect costs 
(e.g., plant depreciation) do not necessarily vary in proportion to either 
time or labour cost, and the Research Department of the National 
Association of Cost Accountants welcomes the innovations as “offering 
promise of more accurate cost accounting.” 14 

At first sight, this development may appear to involve even greater 
elaboration of an already complex cost structure, but close study of the 
incidence of indirect cost will be essential even if, as suggested by R. S. 
Edwards,” a system of statistical analysis of marginal costs should 
replace systems designed to build up artificial assessments of total costs. 
12. Quoted by F. E. Trigg: The Cost of Costing: The Chartered Accountant in Australis, 

April, 1946, p. 409. 

M. V. Anderson: Cost Accounting and Budgetary Control, Technical Publication No. 2, 

published by the Department of Labour and National Service Industria] Training 

Division. 

Practice in Depreciating and Amortizing Investment in Machinery and Equipment: 

N.A.C.A. Bulletin, Vol. XXIV, No. 17, Section iii, May 1, 1943. 
The*Rationale of Cost Accounting: pp. 294-5. 
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III. THe Future oF Cost ACCOUNTING. 

To-day, cost accounting is back at the cross roads, as it was 25 years 
or so ago. More cost accounting than ever before is being done, but 
wartime conditions have interrupted the evolution of cost analysis as 
a instrument for controlling costs and eliminating waste. Many of the 
ystems in operation are little more than “various forms and ideas which 
the proprietor himself has casually picked up.”*® Financial accountants 
we apparently not much interested in cost accounting except as an 
adjunct to financial accounting and as a means of making possible the 
preparation of financial statements at more frequent intervals than once 
a year. 

In Australia there has not so far been sufficient endeavour on the 
yart of accountants to discover what kinds of information the business 
manager most greatly desires from a cost system, and on the other 
and many business managers. are doubtless unaware of the full possi- 
bilities of cost accounting as a means of providing useful information. 

In these circumstances, too much should not be expected from cost 
xcounting in the near future. In particular, whatever may be done to 
improve cost accounting practices and to encourage the use of costing 
data in the control of individual business units, the hopes of economists 
and others as to the development of the potentialities of accounting 
as a social force are hardly likely to be fully realized. 

In an address to the Incorporated Society of Accountants and Auditors 
in London, in November, 1938, Lord Stamp said— 

“A planned world will only be kept in working order, it seems to 
me, by a phenomenal development of accountancy; a_half-planned 
world will only be kept from chaos by almost a miracle of costing and 
impersonal accountancy.” 17 

Such expressions, which are typical of several made to accountancy 
bodies by Lord Stamp during the last twenty years or so of his life, 
sem to be founded on the belief that accountancy will need to provide 
information of such a nature as to serve, for the determination of 
business policy under modern conditions, as a substitute for the “natural” 
price system which was supposed to be effective under laissez-faire. This 
telief involves the assumption that accountants can, and will, accept 
responsibilities far wider than those at present assumed by them. 
Whether they will be able in the future to accept such responsibilities 
will depend largely upon the nature and quality of the education and 
raining which future generations of accountants receive. Whether they 
will be willing to accept them will depend, in part at least, on the 
degree of independence which the accountancy profession is able to 
achieve. 

In neither respect is the profession yet ready to assume responsi- 
bilities of the kind contemplated by Lord Stamp and, with great respect, 
lwould say that such expressions should be taken as indications of 
what is expected of accountants by economists rather than as pointers 
to the direction which accounting developments may take in the near 
future. 

The fact is that cost accounting has more than one purpose, and 
that it is neither desirable nor possible that any single purpose should 
be regarded as its dominant objective in all times and in all circumstances. 

At one time and place, it may well be that analysis of marginal 
tsts is of the utmost importance to many industrial units; in other 
circumstances it may be of relatively little importance. Doubtless in the 


i. T. D. Hadley, in a lecture to the N.S.W. Division of The Australasian Institute of Cost 
_ Accountants. 
". The Accountant, November, 1938, p. 674. 
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long-run co-ordination of production and distribution plans in large. 
scale enterprises necessitates statistical study of indirect costs of the 
kind suggested by R. S. Edwards. But in times of depression or of 
prosperity, in large, medium or small scale industrial units, in mono 
polistic or competitive industries, from the social standpoint or the 
standpoint of interest of the individual firm, cost reduction and elimina. 
tion of waste must be one at least of its vital objectives. 

Compared with these two purposes, the uses of a cost accounting 
system which is no more than an extension of financial accounting 
designed to serve the purposes of financial accounting, are of little 
moment. 

Until this fact is fully realized by managers, financial accountants and 
auditors, and cost accountants, the unsolved problems of cost accountancy 
will remain unsolved. 


Those problems are— 


(a) The problem of the relationship of cost accounting to financial 
accounting ; 

(b) The problem of the status of the cost accountant vis-a-vis the 
production manager and the financial accountant ; 

(c) The problem of reconciliation of the two main purposes of cost 
analysis — cost control and study of marginal costs. 


As to the relationship between cost accounting and financial account 
ing, the view generally held by accountants is that there should be close 
connection between the two, even if, for good reason in particular cases, 
it is not possible to combine them into a unified system. The cost 
accountant and the financial accountant have to deal with the same basic 
data and in the great majority of cases with the same originating records 
and documents. Cost accounts not closely “tied in” with financial accounts 
may lull managements into a false sense of well-being throughout the 
year, to be rudely shattered when the annual financial statements are 
presented. Complete separation of the two sets of records involves 
needless duplication of accounting routine and of clerical work generally, 
and risk of conflict between cost accountants and financial accountants 
The routine processes of financial accounting, tried and proved over 
many centuries, are well adapted to the purposes of cost accounting.” 
And, finally, the function of accounting is to account for goods as well 
as for cash, for costs involved in internal operations as well as for the 
results of external transactions. 

An editorial in The Accountant, 12th November, 1938, commenting 
on the address by Lord Stamp, from which the excerpt above was 
quoted, put the accountant’s case thus— 

“The text book writers of a few years ago advocated, as a matter 
of common form, the complete tying-in of cost accounting with financial 
accounting with a view to satisfying a natural desire to ‘account for 
every penny.’ Modern thought seems to us in danger of running to 
precipitately to the other extreme and it is apt to regard the activities 
of the cost accountant as separated altogether from those of his brother 
financial accountant. That view seems to us to lead to excesses where 
fancy takes the place of fact and where the value of the results 
obtained depends entirely on the probability or improbability of the 
assumptions made. We believe, for our part, that cost accounting cal 
yield its most valuable fruits only when it and financial accounting 
are regarded as complementary views of the same body of facts.” 


As A. C. Littleton has pointed out (Accounting Evelution to 1900), it is remarkable 
that double-entry book-keeping, designed more than 500 years ago, can easily be 

to incorporate the accounts necessary to operate a device as modern as_ standam 
costing. . 

But compare the view of R. S. Edwards, quoted above, as to the difficulty of fitting 
statistical studies of marginal costs into the double entry framework. 
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On the other hand, as the same editorial recognized, there is a 
difference between the work of the accountant as a recorder of past 
gents (historical accounting) and that of the forecaster of the future 
(predictive cost accounting). Financial accounting has been concerned 
amost entirely with historical records; in fact, professional accountants 
ae precluded by the rules of their associations from giving signed 
etimates of future results. The making of budgets of future revenues, 
ests and profit is one of the most important functions of the cost 
acountant. In this respect, it may be, there is an irreconcilable diver- 
gence between the two accountants, though of course the records of the 
fnancial accountant play an important role in making possible the 
budgets of the cost accountant. 

Moreover, it is unlikely that production engineers will be satisfied 
for long with a state of affairs in which cost accounting is subordinated 
0 financial accounting and hampered by conventional accounting prac- 
tices and, more particularly, conventional forms. 

In financial accounting, convention dies hard. Forms of accounting 
statements and accounting practices are tenaciously preserved long after 
they have outlived their usefulness.2° The antiquated two-sided form of 
profit and loss statement or balance-sheet is a case in point. So is the 
onventional form of “Trading Account,” which has been discarded 
for many years in U.S.A., but is still retained in the great majority of 
ases in England and Australia. 

The retention of the “Manufacturing and Trading Account” is itself 
aserious hindrance to the incorporation of cost accounts and financial 
acounts into a unified accounting system. But its abandonment in this 
wuntry, though inevitable in the long run, is likely to be long delayed 
because of the reluctance of financial accountants to part with an old 
friend. Moreover, in this country, business income tax returns are 
based upon conventional forms — including the “Trading Account” — 
ad there is some doubt whether the authorities would look kindly 
m its departure. 

As with forms, so with the financial accountant’s concepts of cost. 
Most auditors would object to the use of standard costs as a basis for 
valuation of stocks for balance-sheet purposes, and would insist on so- 
called “actual” cost, which, to the cost accountant, is a mixture of 
dhiciency cost and losses arising from inefficiencies. 

So, it seems, the prospects of an early reconciliation of the viewpoints 
and the practices of the cost accountant and the financial accountant 
are not bright, and until that reconciliation is effected, financial account- 
ing and cost accounting are likely to follow different paths — with much 
mutual misunderstanding and some friction acting as a brake on progress. 

The solution to the second problem — that of the statis of the cost 
acountant — is also likely to be delayed. The present position of cost 
acounting is such that, in practice, he is likely to be made directly 
responsible to either the factory manager or the financial accountant, 
acording to the relationship between cost and financial accounts and, 
perhaps, the respective strengths of the personalities of those officers. 
When cost accounting attains its full stature, he should clearly be 
jlaeed in an independent position, reporting direct to general manage- 
ment, unless a unified accounting system is adopted. But, when that 
fay comes, the range of his accomplishments must be such that existing 
methods of education and training will be totally inadequate. The cost 
«countant of the future will need to have a thorough grasp of general 


4. The use of the terms “to” and “by” dates backs to the days of single money-column 
journals, long since replaced by double money-columns. 
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accountancy and statistical method, more than a smattering of engineer 
ing practice, a sound appreciation of economic theory, and a knowledge 
of applied psychology. Otherwise, how can he be equipped to set 
standards based upon standard waste allowances, machine speeds, time 
and motion study, to study the incidence of indirect cost, to organize 
an accounting routine and to “sell” the results of all this to workers 
of all grades— from operatives to general managers? Perhaps, after 
all, the proper education and training of cost accountants is the cost 
accounting problem. 

The third problem — reconciliation of the two major purposes of cost 
analysis — should not be so difficult to solve. Possibly a solution might 
be found through an approach to a system in which standard costing 
was applied to variable costs through the medium of accounting records, 
leaving the analysis of fixed costs to be handled as a statistical pro- 
cedure outside the books of account. 

Reference has been made to the desirabiliy of more complete under- 
standing of each other’s viewpoint on the part of factory managers, 
cost accountants and financial accountants. The paper should not end 
without mention of an encouraging evidence of the desire of manufac- 
turers and cost accountants in Victoria to co-operate in research into 
cost accounting problems and practices. 

The Research Group of the Australasian Institute of Cost Accountants 
has recently entered upon a programme of such research in conjunction 
with the Victorian Chamber of Manufactures. Although this work was 
begun not more than a year ago, it has already resulted in the pub 
lication by the Institute of three valuable bulletins dealing with inventory, 
control practices, inventory valuation and time and motion studies. 

It is believed that the group is at present engaged on a survey of th 
extent of the practice of standard costing in Victoria. This development 
is the best thing that has happened to cost accounting in Australia fo 
a long time and may eventually prove to be the best yet. 


7 
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